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POPULATION GROWTH AND LEVELS OF CONSUMPTION 
IN NEW ZEALAND 


Some Comparisons with Asian Countries* 


1. Introductory 


Economy of space forces me to discuss the relationship between 
population growth and levels of consumption in New Zealand in sum- 
mary and rather dogmatic fashion without quoting all the statistical 
and other data drawn upon, or dealing adequately with the charac- 
teristics of the New Zealand economy which affect the relationship. 
Of necessity I do not consider other aspects. 

Real income per head in New Zealand is amongst the three or 
four highest in the world. By comparison with under-developed coun- 
tries New Zealand is highly industrialized; but it lacks the natural 
resources for heavy industry. Manufactures are mainly those process- 
ing primary products, light consumer goods industries, servicing 
industries and those assembling imported parts. A large proportion 
of capital goods or fabricated material for them must be imported. 
Of course the growth of manufactures has contributed to rising con- 
sumption levels, but the foundations for them and for economic growth 
would have been flimsy but for a climate remarkably well suited to 
grass farming. 

The high comparative advantage enjoyed by pastoral industries 
is shown by the fact that, in 1951-2, gross value of farm production 
was some £248 million out of a total net national income of £617 
million, despite protection to local manufactures. Exports, about 95 
per cent of which were pastoral, generated about 40 per cent of national 
income. Imports are mainly manufactured finished or semi-finished 
goods, or raw materials for local manufactures. In 1950 capital imports 
were £40 million out of total imports of £158 million, but there was a 
large backlog of capital imports. 

New Zealand is now past the pioneering stage, with little new 
land available for settlement and with internal economies of scale to 
expanding output limited by the large relative importance of farming 


*This article was prepared for the United Nations World Population 
Conference, Rome, August-September 1954. It has been amended slightly. 


1 
A 











2 THE ECONOMIC RECORD MAY 


and the nature of the secondary industries which, in the main, are 
of a type reaching optimum size while still small. 

A comparison attempted later of conditions in New Zealand and 
in under-developed countries suffering from the ‘‘ Malthusian dilemma”’ 
brings into sharp relief the development problems of the latter. 


2. Some Fundamental Relations 


Output in an economy is a function of the size and efficiency of 
the labour force, and of the size and quality of the stock of wealth 
which it uses. Wealth consists of capital and natural resources. The 
primary determinants of growth are an increase in the labour force 
and in the stock of capital, and innovations which improve the quality 
of labour, capital or organization. To these must be added changes 
in the barter terms of trade in a country in which exports generate 
a large proportion of national income. 

For consumption levels to rise, national output must increase 
more than population. This involves consideration of the relationship 
between capital increase and an increase in the labour force, and of 
the effects of innovations. It may well be that levels of consumption 
rise with growing population, but this is not necessarily a consequence 
of population growth. The improvement might have been greater with 
a slower rate of population increase, an obvious point usually neglected. 
The relationships just touched on are modified by two other considera- 
tions: (a) the ratio of the effective supply of labour to population may 
change, a matter of special importance in under-developed countries; 
and (b) the results will be influenced by the extent of economies of 
scale as output increases. 

This last is a highly complicated matter about which we may 
speculate, but we know very little. Economies of scale will be influenced 
by the way in which the growth in total output occurs: by the relative 
importance of labour, capital or innovations in bringing about the 
change in aggregate output. This increases the complexity of the pro- 
blem because it depends not simply on economies of scale from larger 
output to begin with, but also on the notion that the differing relative 
importance of different causes of an increase in output will cause the 
subsequent effects of growth to differ because of different changes in 
the structure of an economy due to the initial change. For example, an 
increase in population in an under-developed country associated with 
a smaller relative increase in capital may increase the relative impor- 
tance of agriculture, but if capital grows faster than population the 
relative importance of manufacture may be increased. It seems hardly 
likely that economies of scale from any subsequent increase in output 
will be the same in two cases. This merely hints at the issues raised. 
Certain basic propositions may now be stated in highly condensed 
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and categorical form.! We begin by assuming constant returns to scale 
and the absence of innovations. We also assume that there is no change 
in the ratio of labour to population.2 On these assumptions: (i) An 
increase in both labour and capital stock by 1 per cent would increase 
product by 1 per cent. (ii) In order to maintain levels of consumption 
the capital stock would have to increase at the same rate as population. 
(iii) A rate of increase in population exceeding the rate of increase 
in capital would mean a smaller proportionate increase in product 
than in population. In other words output per head and levels of 
consumption would fall if population increased more rapidly than 
capital stock. The more rapid the increase in population relative to 
the increase in capital, the greater the slowing down in the rate of 
increase in total product. (iv) A rate of increase in capital greater 
than the rate of increase in population will increase product per head : 
but the marginal net product of capital will fall progressively as 
capital increases in proportion to population. (v) In order to maintain 
a given cumulative rate of increase in product per head (i.e. levels of 
consumption), the cumulative rate of increase of capital (in excess 
of the amount of capital needed to match the increase in population 
so as to maintain levels of consumption) must be higher than that of 
income per head. In the absence of innovations or economies of scale, 
the rate of increase in levels of consumption would therefore slow 


1. These are discussed more fully in a forthcoming publication on 
Population Growth and Levels of Consumption with special reference to 
under-developed countries. I have made a preliminary attempt to apply 
certain of them to New Zealand conditions in a pamphlet on Immigration 
Problems and Policies in New Zealand (Financial Times, Wellington, 1952), 
and in a recent series of articles on “Economic Development, Population 
Growth and the Future of Agriculture”, in the New Zealand Financial Times, 
commencing November 1953. 

Conceptually the propositions are based on the Cobb-Douglas production 
function extended to allow for innovations, but with the recognition that 
for a whole economy a more complicated function would be needed. I am 
unable to express adequately my indebtedness and appreciation to my 
colleague, Professor Colin Simkin, of Auckland University College, for first 
drawing my attention to the significance of the function in relation to eco- 
nomic developmet, developing it to allow for innovations, and then going 
to great trouble in painstakingly elucidating its implications in correspon- 
dence and discussions over a period of time, and safeguarding my amateurish 
explorations into quasimathematical territory. My indebtedness goes further 
since I have benefited greatly from his constructive criticism in all of the 
publications referred to above, which are drawn on in this essay. 

2. Paul Douglas, The Theory of Wages (Macmillan, 1934), and others 
have conducted empirical investigations into manufacturing industries in 
the United States and elsewhere and found constant returns, or even indica- 
tions of diminishing returns. The only investigations in New Zealand manu- 
facture suggest constant returns (J. Williams, “Professor Douglas’s Produc- 
tion Function” in Economic Record, June 1945). In farming, diminishing 
returns to scale, or at best constant returns, seem likely. So far as internal 
economies in the manufacturing and farming sectors are concerned, the 
assumption of constant returns is not unreal. For the New Zealand economy 
as a whole, however, we consider that some tendency to increasing returns 
is likely, but not a substantial tendency. 


sR whe 











7 THE ECONOMIC RECORD MAY 


down and eventually disappear. (vi) Since health, education and 
other public services (which are usually not marketed) are elements 
in consumption levels, investment in these must also increase pari passu 
with population to maintain consumption levels. (vii) Although the 
propositions have been stated in terms of a relationship between labour 
(or population) and capital, the real relationship is between labour 
and wealth, which includes land and other natural resources. If the 
natural resources in use cannot be increased as rapidly as population, 
capital must be increased more rapidly to offset the slower rate of 
increase in resource-use. This is important in the present circumstances 
of New Zealand because land use could not be increased for long at 
the same cumulative rate as the current rate of population increase. 

Under the same assumption of constant returns we can deduce 
that diminishing factor returns to population growth per se would 
be inevitable; and further that for a given rate of increase in capital 
stock, the increase per head would be greater the slower the rate of 
population increase. Moreover, unless technological innovations change 
industrial structure so that increasing returns to scale emerge, the 
latter proposition would still be true even with innovations. This means 
that, with innovations, the improvement in production per head would 
be greater with a lower rate of increase in population. Save in most 
exceptional circumstances in a pioneer society, diminishing factor 
returns will apply to labour. With this exception, it is not sufficient 
that economies of scale apply if labour and capital do happen to 
increase pari passu; for there must be a sufficient rate of capital in- 
crease (which may however be somewhat less than that for labour if 
there are economies of scale) to offset diminishing factor returns to 
labour. 

These propositions, which seem inescapable on the assumption 
made, give point to the necessity for distinguishing between the effects 
of population increase, and of capital or innovations, and of examining 
with care the factors likely to affect economies of scale. 


3. Current and Prospective Conditions in New Zealand 


The common-sense view of the public in New Zealand, that a rapid 
increase in population is advantageous, is based on a confusion between 
the effects of the different determinants of consumption levels and on 
false analogies with the historical past. At the turn of the century 
there was abundant land and the population of about 800,000 was small 
and dispersed in relation to land resources. Social overhead such as 
roads and railways was relatively lightly used. There was heavy foreign 
borrowing for public works and for private enterprise. Much capital 


formation resulted from pioneer labour and the capital: the output 


ratio was probably much lower than today. With some additional 
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capital the growing labour force could produce a large additional yield 
on land being opened up, and growing population intensified the use 
of social overhead. There is a high probability that significant eco- 
nomies of scale occurred to growing population plus capital increase. 
Technological improvements were continuing apace. Except for the 
last point conditions are now so different that the problem must be 
posed afresh. 

Between censuses since 1901 the average annual percentage growth 
of population is given as follows: 


1901-6 a  «« =e 1921-5 ae 
I0G6-1L .. .. .. 2S Cae eee ee, 
8 le eras: ak at owe BS 
po ree 1945-51 of ae 


(After N.Z. Official Year Book, 1953, p. 19) 
* Excludes armed forces overseas in 1916. 


In March years 1952 and 1953, the percentage increases were: 


Year ended Natural Net 
31st March Total Increase Immigration 
W6e ac as « 2ae 1-64 0-80 
HOGG: cs es ey 1:67 1:02 


The small absolute number of immigrants, over 20,000 in 1952-3, 
is apt to mislead. A comparable rate of immigration in the United 
States would be over 1,500,000 people, or in India over 3,600,000 
people! 

In 1951 the gross reproduction rate was 1:65 and the net repro- 
duction rate was 1:54. Population was slightly in excess of 2 million. 
If the current rate of roughly 24 per cent increase continued geo- 
metrically, population would exceed 4 million by 1984. This rate is 
unusually high and will probably slow down, if only because current 
rates of immigration as a percentage of population seem likely to fall. 
The 1953 Economic Survey assumes an annual cumulative increase 
of 2 per cent (still well above the world average). This would increase 
population by 65 per cent in 25 years, to reach about 3 millions by 
1975. Any population projection is highly conjectural, but we shall 
use this rate as a basis for discussion. 

Between December 1939 and December 1952, population increased 
from 1,628,000 to 1,971,000 an average annual compound rate of about 
1} per cent, and volume of production increased by 42 per cent, or 
an annual cumulative rate of 24 per cent. If account be taken of ter- 
tiary services the increase would probably be greater, but it should be 
discounted for shortages in housing, school and hospital accommoda- 
tion, greater congestion in transport, and similar factors conductive 
to discomfort. Over the period the volume of factory production showed 
an annual average cumulative increase of roughly 43 per cent, and 
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farm production of about 2 per cent. But farm workers remained 
virtually unchanged in number and factory workers increased by some 
40 per cent. So the geometric rate of increase per head was about 2 
per cent for farming and say 2} per cent for factory production. Over 
the longer period 1928-9 to 1951-2, the approximate rates of change 
were as follows: 


Average Annual 
Increase Compounded 


oo, ee 
ee OE cs Sc. ea Ce cae een Ge — 

Factory Workers. .. . oo oe oe 6G OP CRE 
Volume of Production per eel “+ os = 2 ae 

(1930-1 to 1950-1) 

Farm Production. .. ae aa 
Farm Production per ed eae ee ae 
Factory Production .. .. .. .. .. .. 4 per cent 
Factory Production per head .. .. .. .. 14 per cent 


These estimates are subject to a wide margin of error, but seem 
to justify the conclusions that production per head has increased with 
growing population and that the volume of farm production has in- 
creased more slowly than that of factory production. Over the longer 
period, farm production per head has increased more rapidly than 
factory production per head, but there has since been a slight advan- 
tage in favour of factory production since 1939. 

There is no satisfactory measure available of changes in con- 
sumption per head. As rough indirect evidence over the past ten years 
we note that effective weekly award rates (males) increased from 1,090 
in 1941 to 1,270 in 1952, but wages and salaries were 60 per cent of 
private incomes in 1940-1 as against 54 per cent in 1951-2. The volume 
of all goods available per head increased by 25 per cent over the period 
1939-51. The improvement in levels of consumption would be less than 
in production per head because savings and net capital formation have 
risen, from about 12 per cent of national income in 1938-9 to 20 per 
cent in 1951-2. Moreover, foreign debt of £50 million has been repaid 
since 1945. 

These improvements must not be taken as even presumptive evi- 
dence of the beneficial effects on production and consumption per head 
of the rate of population increase which has occurred. There have been 
many complex changes. Over the period hours of work have been 
reduced by the introduction of the 40-hour week. Between April 1936 
and April 1953, the labour force increased from 664,000 to 770,000, 
but declined from 40-9 per cent of the population to 37°8 per cent. 
On the other hand unemployment has disappeared and been replaced 
by a great deal of overtime. The ratio of labour hours employed to 
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population may be slightly lower than before but it may even have 
improved slightly. Short of statistical investigation we do not know. 
Except in 1950 and 1951, the terms of trade have been less favourable 
of recent years than over the period 1936-8, but they have improved 
since 1946. There is no doubt that the increase in capital per head and 
substantial improvements in technology, probably supported by some 
economies of scale (not to population growth alone, but to this plus 
capital), have brought about the improvement in production per head. 
It is highly probable that a larger improvement in output per head 
would have occurred with a slower population increase, especially 
of recent years. The rapid population increase since the war has exag- 
gerated capital shortages and bottlenecks in housing, schooling, 
hospitals, electric power and transport. A recent rough estimate places 
the cumulative shortage of capital imports at £222 million over the 
period 1939-52, if allowance is made for population increase,® and lists 
a formidable backlog of capital requirements. Even with no population 
increase some backlogs would exist as a result of deferred maintenance 
and capital investment during the war; but population growth has 
greatly increased them. 

The table below is given, not as a measure, but as a rough indica- 
tion of the order of difference made by population growth to capital 
needs in the recent past. In 1952, capital per head for all purposes 
was estimated at £2,000. For earlier years we have corrected this for 
changes in the wholesale index number of producers’ materials. Capital 
needs for the actual increase in population are then compared with 
net capital formation including changes in stocks. 


Capital Net Capital* 

March Population Needs Total Formation Surplus 

Year Increase per head (£ mill.) (£ mill.) (£ mill.) 
1948-9 .. 37,000 £1,400 52 44 =9 
1949-50 .. 38,000 £1,400 53 90 +37 
1950-1 .. 36,000 £1,500 54 158 +104 
1951-2... 47,000 £1,800 85 127 +42 
1952-3... 53,000 £2,000 106 148 +42 


* Including changes in stocks. 
The total income might have been less with a stable population than 
with the actual population ; but there is no doubt that capital per head 
would have been much greater. Except in 1950-1 the capital needed 
for population growth has greatly exceeded that left for growth in 
income per head. Additional but not precisely caleulable amounts 
would have been available to raise levels of consumption with a slower 
population increase, instead of to maintain the consumption by taking 
care of population increase. For the position to be just as favourable 


3. W. B. Sutch, New Zealand’s Capital Requirements (Department of 
Industries and Commerce). 
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with the growing population as with stable population, differences in 
the labour:population ratio, and the additional economies of scale 
consequent on a larger total output (if any) would have had ‘to be 
sufficient to offset the larger capital per head with a smaller population. 
This conclusion must be modified somewhat by the extent to which, in 
the case of immigrants, the costs of upbringing have been borne by 
other countries, as also the fact that the proportion of immigrants in 
the working age group is somewhat higher than in the total population 
It must also be modified by the possibility that the expansive effect of 
population growth through its influence on demand may have caused 
the percentage of unemployed to total labour to be somewhat less and 
the rate of capital formation somewhat higher than would have other- 
wise occurred. But the case for population growth on these grounds 
in terms of consumption levels and output per head rests on failure 
to maintain full employment by other means. It is not unlikely that 
the optimum rate of growth would have been above zero but signifi- 
cantly lower than that which actually occurred in the later years. 

In a condition of full employment (which could have been sus- 
tained with a lower rate of population growth), there are other con- 
siderations, while the growth is occurring, which support this view. 
Either capital shortages and congestion of many forms of investment 
in social overhead must be intensified, or workers must be diverted 
to capital formation. Both have occurred and the latter has reinforced 
other inflationary pressures. Such pressures have been conducive to 
unbalanced growth, especially by raising the costs of export industries 
and making it more difficult for them to obtain labour. Contrary to 
the common view that population growth (even by immigration) helps 
to fill job vacancies, such additional demands for investment increase 
rather than reduce labour shortages at a time of full employment, 
because purchasing power is increased more than the production of 
consumers’ goods, the unsatisfied demand for which creates a labour 
demand. Even if capital formation is financed entirely out of voluntary 
savings the diversion of production to capital formation will reduce 
the volume of consumers’ goods in relation to the wages bill, and tend 
to increase the price of these goods. When institutional arrangements 
tie wage policy to changes in the cost of living this will be conducive 
to inflationary pressures. 

While it is extremely hazardous to project the past into the future, 
the above analysis enables some tentative judgments to be formed. 
We state them very summarily. If population continues to increase 
by 2 per cent per annum it will reach 3,000,000 by 1975, with an age 
distribution not very different from that in 1952. Experience of the 
recent past raises no doubt as to the ability to sustain this increase 


4. Cf. Economic Survey, 1953, p. 44 (N.Z. Government Printer). 
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with rising levels of consumption. Of recent years the increase in 
capital formation has exceeded the amount needed to maintain capital 
per head and seems likely to do so, as far as can be judged. With con- 
stant returns to population growth, a given geometric increase in 
income per head would require a larger geometric rate of increase in 
capital formation and the process of improvement would therefore 
peter out. There are two main reasons why this is unlikely. Further 
technological improvements will occur, and some economies of scale 
may be expected as output grows.® I cannot argue this latter point 
in the space available, but should not expect economies of scale to be 
large because (for example) of the probability of diminishing factor 
returns to labour and capital in farming unaccompanied by economies 
of seale, limited internal economies of scale in manufacture, greater 
congestion of amenities in cities and in transport, and increased costs 
of electric power as more remote sources of supply are developed. 

But I should expect the increase in levels of consumption to be 
greater with a slower rate of population increase than that postulated 
for the following reasons: (i) There would be more capital per head 
of population. (ii) Economies of seale resulting from any larger out- 
put from a 2 per cent population increase than from a smaller rate of 
population increase are most unlikely to offset the greater capital per 
head. (iii) For export income per head and domestic consumption of 
farm products per head to be maintained farm production would have 
to increase by 65 per cent over the period 1950-75. Some modest relief 
may occur through an export trade in exotic timber products now 
being developed on a large scale—estimated eventually to be as high 
as £12 million, or 5 per cent of 1952 exports of £241 million. Although 
arate of increase of 65 per cent over 25 years has been achieved in the 
past this will be extremely difficult over the forthcoming period. It is 
not possible to increase the farming area by 65 per cent. This will 
increase the amount of capital needed to bring about a given increase 
in farm production and national income. The bulk of farm production 
comes from about 64 million acres of flat or rolling country out of a 
total of 43 million acres occupied and 20 million acres in cultivation, 
some 18 million acres of the latter being grassland.* While aerial top- 
dressing and similar innovations will improve hill country production, 
the future still lies mainly in improved production on the 64 million 
acres of high quality land. Extension of the best existing techniques 
and the development of new techniques will occur, but farming will 
have to become more capital intensive. Towards the end of our period 
diminishing returns to scale in farming may well set in, and the com- 

5. Of course, we exclude here the effects of technological improvements 


except in so far as a larger output itself enables them to be adopted. 
6. Note that New Zealand’s great comparative advantage is in pastures. 
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parative advantage of farming over manufactures be reduced. (iv) 
A net result is likely to be an increasing difficulty in financing capital 
imports and materials on which local manufactures depend, with con- 
sequent balance of payment pressures. These pressures will be enhanced 
by the extent to which inflationary pressures continue. (v) Neverthe- 
less manufactures will increase in relative importance to farming. In 
part this will be a symptom of such increases in levels of consumption 
as occur, which is a mark of economic ‘‘progress’’; but in part it will 
result from the declining comparative advantage of farming vis-a-vis 
manufacture, due to conditions which are not a mark of economic pro- 
gress but simply of the declining relative efficiency of farming. (vi) In 
the immediate future markets for New Zealand exports are extremely 
uncertain but over the longer period, although New Zealand exports 
in wool and butter will meet the competition of substitutes, increased 
population and rising levels of consumption, at least in developed 
countries, seem likely to more than offset these and improve the trend 
of New Zealand’s barter terms of trade. This, if it occurs, will increase 
real income earned by a given volume of exports, but increases also 
the disadvantageous effects of any deterrents to farming exports. 
My conclusion is that New Zealand seems likely to be able to 
support a geometric population growth of 2 per cent over the period 
to 1975 with rising levels of consumption. There is of necessity a great 
deal of conjecture in such an opinion. But I also conclude that con- 
sumption levels would probably rise at a higher rate with a lower rate 
of population increase. The prospects in both cases will be affected by 
trade policy in other countries, especially the United States. Price 
support policies for farm products, which are conducive to import 
restrictions and periodic unloading of surpluses on the world market, 
would be prejudicial. The position would be eased in New Zealand by 
a resumption of foreign borrowing to finance works developing export 
crops such as forest products, or power, transport or other services 
increasing the efficiency of farming and other industries. 


4. Some Comparisons With Under-developed Countries 


The following broad comparisons are made mainly with countries 
in South and South-East Asia. There are no new data included: but 
the contrasts are highly significant. They would require modification 
from country to country. 

Most countries in the above region for which data exist have a 
much lower rate of population increase than did New Zealand in 1952 
and 1953.7 Exceptions are Ceylon, Taiwan, Hongkong and Singapore. 
But there are no large countries in which immigration has been rela- 
tively so important as in New Zealand, and natural increase is higher 


7. Cf. U.N. Demographic Year Book, recent issues. 
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than in New Zealand in the above countries and in Japan, Korea, 
Philippines and Thailand. Both birth-rates and death-rates are much 
higher in Asian countries. Crude rates per 1,000 are as follows: 


Crude Crude 
Birth-Rates Death-Rates 
New Zealand (1951) .. .. .. 24:39 9-56 
Taiwan (1943) ro. a a 19:0 
Indonesia (1940) .. .. .. .. 28:5 20°3 
ee re 16:0 
Philippines (1938) — oe | 16°6 


Except in New Zealand both births and deaths are probably under- 
recorded. Fluctuations in natural increase tend to be much greater 
in Asian countries. Fluctuations in mortality exercise the dominant 
role, but in New Zealand the main causes are changes in birth-rates 
and immigration. These differences have an important bearing on 
demographic and economic wastage. 

Density of population is usually much greater in under-developed 
regions than in New Zealand, allowing for cultivable land and differ- 
ences in fertility; but in some such as Ceylon, Thailand and the 
Philippines, the proportion of cultivable but uncultivated to cultivated 
land is greater, and proportionately more new farmers could be settled 
under prevailing conditions of husbandry than in New Zealand. Typi- 
eally, from 60 to 80 per cent of Asian occupied populations are engaged 
in agricultural pursuits as against under 30 per cent in New Zealand; 
but processing, marketing, and other ancillary tasks often undertaken 
by peasants are specialized occupations in New Zealand, often per- 
formed in relatively larger enterprises. As yet there is no significant 
evidence of diminishing returns to scale in New Zealand farming but 
strong presumptive evidence in a number of Asian countries.® 

In New Zealand levels of consumption have shown a significantly 
rising trend during its 100 years of history. Population behaviour has 
followed the familiar pattern of western countries, of a logistic S- 
shaped curve, and seems to be starting on a new S. The adoption of 
preventive checks began to show its effects in a declining trend of 
birth-rates about eighty years ago. New Zealand was a part of a wider 
society experiencing socio-economic changes of which industrialization 
and urbanization were a part (though New Zealand was neither greatly 
industrialized nor urbanized): a society in which improvements in 
levels of consumption preceded the decline in birth-rates, these coming 
rather late in the process. The above description does not hold in most 
Asian countries. Without unduly straining the use of words, they may 

8. Cf. Colin Clark, The Conditions of Economic Progress, p. 227, in 
respect of Monsoon Asia and Dr. S. R. Sen, Agricultural Situation in India, 


1952, p. 87, and Dr. Baljit Singh, Population and Food Planning in India, 
p. 62. 
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be considered as having been faced with a Malthusian dilemma. Con- 
ditions are not uniform and there has been some slight improvement in 
levels of consumption in some countries over the years; but there has 
been a marked tendency for population increase to absorb increases 
in national real income.’ Japan is the only country in which a break- 
through has occurred along the S-shaped curve of population growth. 
Except in Japan the checks have been almost entirely positive, with 
virtually no preventive checks. Moreover, inadequate diets, even if 
allowance is made for differences in bodily needs, may reasonably be 
taken as presumptive evidence of the current existence of a Malthusian 
dilemma, population being restrained by positive, not preventive 
checks : 


Calories Estimated Per cent 

Recent Level Requirements Difference 
New Zealand . .. 3,250 2,620 +21:7 
Ce ks ts 2,270 —13-2 
rr 2,250 —24°4 
ONUR cw ce 2,330 —9°9 
Pakistan... .. «.. ‘2/020 2,300 —12:2 
Philippines .. .. 1,960 2,230 —12:1 


(Second World Food Survey, FAO, Rome, 1952.) 


Although world production of food per head has now reached pre- 
war levels, in 1952-3 it was still only 82 per cent of pre-war in the 
Far East,!° excluding China. 

It is common to ascribe changes in demographic attitudes to in- 
dustrialization, urbanization and rising consumption levels consequent 
on capital growth. Rather, the extension of preventive checks is a part 
of the whole socio-economic process the essential characteristic of which 
is an increased propensity to innovate in general, and not simply the 
result of industrialization and urbanization. These have effects of their 
own but are only a part of the total socio-economic process. In the 
economic aspects it is difficult to see how a poor society can increase 
capital and therefore savings, so that their rate of growth exceeds the 
biologically feasible rate of population growth in the morbidity cir- 
cumstances of the time, save as the result of innovations so substantial 
as to increase income faster than population, thereby providing the 
source of accelerated capital formation. Propensity to innovate is 

9. Space prevents substantiation of this viewpoint but note, inter alia, 
Warren S. Thompson, Population and Peace in the Pacific (University of 
Chicago Press, 1945); M. C. Balfour, R. F. Evans, T. W. Notestein, and 
Irene B. Taeuber, Public Health and Demography in the Far East (Rocke- 
feller Foundation, 1950); Demographic Studies of Selected Areas of Rapid 
Growth (Millbank Memorial Fund, 1944); and D. Ghosh, Pressure of Popu- 


lation and Economic Efficiency in India (Indian Council of World Affairs 
and Oxford University Press, 1946). 


10. State of Food and Agriculture, Part 1, Review and Outlook (F.A.0., 
1953). 
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therefore the key to the development equation in both its demographic 
and economic aspects. 

Before considering further the relationship between savings, con- 
sumption levels and population growth, some further demographic 
comparisons may be useful: (a) The difference between gross and 
net reproduction rates is much higher in under-developed countries. 
Compare the following : 


Date Gross Net 

New Zealand .. .. .. .. 1942 1:30 1:21 
a ee Pee me 1:65 1:54 
i a a err mer mt | 2°76 1:30 
DR ie oe Ade tee Se 2°11 1:44 
ee 1937 2°14 1:44 


(After N.Z. Official Year Book, 1953, p. 19; and Kingsley Davis: Population 
of India and Pakistan, p. 8'7—Quoted Dr. S. R. Sen, op. cit., p. 455.) 


These are indicative of differences in the economic and human wastage 
required to maintain a given rate of population growth. (b) Of special 
importance from the point of this wastage is that contrasts between 
infantile and juvenile mortality rates are greater than between those 
for whole populations. In 1949 infantile mortality rates were 112-8 
per thousand births in India and 138-6 in Egypt (1948) as against . 
23:8 among Europeans in New Zealand. The cost of upbringing must 
be incurred for those who make no contribution to production. D. 
Ghosh!! estimates this cost at 224 per cent of national income in India 
in certain pre-war years as against 64 per cent in England and Wales. 
(c) Expectation of life at birth is, of course, much lower in conse- 
quence. In New Zealand it was 65°04 for males and 67°88 for females 
in 1931 (69:29 and 72°43 respectively in 1950-2) as against 26:91 and 
26°56 respectively in India (1921-31). Expectation of life is also lower 
at higher age levels. (d) As a result of the above conditions a smaller 
proportion of population enter the working age group, and of those 
who do, a smaller proportion live through it. So the average ratio of 
working to total life is much less. It is hardly necessary to comment 
in detail on the following comparisons: 


Number surviving to various ages from each 100,000 males born 
in India and New Zealand 


India N.Z. India N.Z. 
1921-31 1934-8 1921-31 1934-8 


Sd years .. 60,161 95,212 40 years .. 34,563 88,365 
10 years .. 56,467 94,576 50 years .. 24,348 83,328 
15 years .. 54,112 94,069 60 years .. 14,933 73,472 
20 years .. 51,203 93,217 70 years .. 7,036 54,184 
39 years 43,931 91,084 


(U.N. Saaasanlie Year Book, 1951, Table 28. Figures for India are pre- 
partition and include Burma. Figures for New Zealand exclude Maoris.) 


11. Op. cit., p. 22. 
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The number reaching aged 70 is New Zealand was about the same as 
of those reaching aged 15 years in India. (e) although the percentage 
of aged dependants is higher in developed countries the percentage of 
juvenile dependants is much lower. So the ratio of those of working 
age to total population is higher in developed countries. About 1949 
it was estimated to be 55 per cent in Asia (aged 15-59) as against 62 
per cent in Oceania.!” 

The broad conclusions emerging is that the ratio of effective labour 
supply is much higher in New Zealand than in Asian countries, and 
the economic cost of human wastage is much higher in the latter. These 
conclusions are reinforced by two other considerations—(i) A much 
greater amount of time is lost through sickness in under-developed 
countries ; (ii) although unemployment due to a shortage of effective 
demand is likely to be proportionately higher from time to time in 
developed countries, under-developed countries suffer from a consider- 
able volume of under-employment and seasonal unemployment. This 
has more significant effects on the labour: population ratio than a 
shortage of effective demand. I have roughly estimated seasonal un- 
employment at the huge total of 30,000 million working days in Asia 
as a whole, or about one-third of actual days worked.!% 

Perhaps even more important than time lost through sickness is 
the effect of under-nourishment and disease in reducing energy, initia- 
tive and the propensity to innovate. 

Population projections are extremely hazardous but one or two 
anticipations seem warranted. Many Asian countries are undertaking 
or planning mass health measures such as malaria control. Even over 
the past decade or two there has been a decline in mortality rates! 
doubtless associated with preventive health measures, and unaccom- 
panied by a corresponding decline in natality. We may reasonably 
expect the decline in mortality to continue and be accelerated as cheap, 
preventive health measures are intensified. On the other hand it is 
highly unlikely that there will be any substantial change in attitudes 
towards family limitation among peasant ‘‘familial’’ societies over 
the next two or three decades. The net result, therefore, is likely to 
be an acceleration of the rate of population increase. Changes in Ceylon 
illustrate the dynamic possibilities. As a result mainly of anti-malarial 
campaigns at low cost, crude death-rates are said to have fallen from 
20°3 per thousand in 1946 to 14°3 per thousand in 1947 and 12-6 per 

12. U.N. Preliminary Report on World Social Situation, p. 341. 

13. Cf. “Economic Development in Asia. A Preliminary Approach”, in 
Economia Internazionale, November 1952. 

14. Cf. U.N. Demographic Year Book, 1951, table 14. 

15. The transition towards an urban-industrial society had been going 
on for 200 years or more before a change occurred in Europe. The period 
was much shorter in Japan and may be also in under-developed countries for 


a variety of reasons, but it is not likely to be shortened to two or three 
decades. 
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thousand in 1950, but birth-rates remained high round about 40 per 
thousand. In 1951 population was increasing at the ‘‘alarming rate’’ 
of 3 per cent as against 1°5 per cent during 1931-46.16 

Such health measures are antecedent to an increase in productive 
power per head, not a result of it. If, in consequence, accelerated 
population growth occurs it will increase dependancy and the capital 
required to sustain existing levels of consumption other than in im- 
proved health. On the other hand, the comparison with New Zealand 
shows that there are important credit items to be gained from improved 
health and nutrition, not only in reducing wastage and lost time, but 
also in improving the quality of the labour force. Many of the bene- 
ficial effects will be delayed, however. Unless health and nutrition are 
improved, there will be a serious obstacle to improvement in the pro- 
pensity to innovate which is even more important than increasing 
financial savings for capital formation. The very proper emphasis on 
the need for more capital must be qualified to allow for adequate expen- 
diture on health, education, training, agricultural extension, research 
and other services, not simply as objectives of economic development 
but as necessary conditions for it. These are neceessary to improve 
individual capacities, change attitudes and increase receptivity to 
innovations, organize people for self-help and mutual help and increase 
absorptive capacity for capital imports and technical assistance.!7 

In New Zealand family limitation is well established. There is a 
high relative saturation of preventive and curative health measures 
and of education and other services. Their further intensification will 
have relatively little effect on mortality or population increase. An 
acceleration of the rate of population growth is unlikely and some de- 
eeleration is more probable, especially from a decline in the ratio of 
immigrants to the total population, but possibly also from a decline 
in birth-rates. 

We have suggested the probability that even with the present 
high rate of population increase in New Zealand, levels of consumption 
are likely to improve. The rate of capital formation is at present higher 
than that needed to sustain consumption levels, and the propensity to 
innovate is much higher than in Asia. The following comparisons and 
illustrative estimates serve to re-emphasize the contrasts and bring out 
the precariousness of the prospect of economic improvement in Asian 
countries. United Nations experts!® estimated that in 1949 savings in 

16. Cf. Economic and Social Development of Ceylon, 1926-50 (Ministry 
of Finance, Colombo, 1951), p. 4. See also Samuel W. Anderson, “The Effects 
of Population Trends on Economic Development”, in Foreign Commerce 
Weekly, October 12, 1953. 

17. Cf. H. Belshaw and John B. Grant, Report of the Mission on Com- 
munity Organization and Development in South and South-East Asia 


(United Nations, December 1953). I have developed the above argument 
further in “Economic Development in Asia”, op. cit. 
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Asian countries, excluding Japan but including Egypt, were $2,530 
million or about 4°3 per cent of estimated national incomes of $59,400 
million. In 1949-50 net savings in New Zealand were £90 million (say 
$250 million). For a population of 2 million, savings of $125 per head 
were twice the income per head in countries such as India.!® Savings 
per head were about $2 in India. With a population one six-hundredth 
of that in Asia, savings in New Zealand were about one-tenth of those 
estimated for Asia. 

Estimates of capital needs depend a great deal on assumptions 
as to the capital: output ratio. With a ratio of 4:1 the estimated Asian 
savings would maintain levels of consumption for a population growth 
of 1 per cent, or of just under 14 per cent with a ratio of 3:1. At the 
latter rate of growth the deficits in savings to increase levels of con- 
sumption by 2 per cent per head (used as a basis of calculation by 
the United Nations experts) would be 94 per cent of national income 
with a capital: output ratio of 4: 1 and 6 per cent with a ratio of 3:1, 
or $5,600 million and $3,500 million respectively. These estimated 
deficits are much smaller than the deficits estimated by the experts, 
but still very large. 

The effects of population growth on various assumptions as to 
capital coefficients may be illustrated in the case of India, where the 
savings are estimated at 5 per cent of national income. 


Capital: Output Population increase 1% per cent*: Population increase 2 per cent: 


Ratio Savings as a percentage of Savings as a percentage of 
National Income National Income 
Needed to maintain Surplus Needed to maintain Surplus 
Consumption per head or Deficit Consumption per head or Deficit 
3°1 33 +14 : 6 —1 
4-1 5 0 8 —3 
5-1 64 —l} 10 —5 


* Rate assumed in Five-Year Plan. 


With the extension of preventive health measures an acceleration of 
the rate of population increase to 2 per cent is by no means improbable. 
In this event savings would be inadequate on any likely assumption 
as to capital: output ratios. 

In tabloid form our conclusions would be: (a) Preventive health 
measures are necessary not only on humanitarian grounds but also to 
reduce wastage and especially to improve the quality of the labour 
force. (b) This raises a dilemma because such measures will accelerate 
the rate of population growth. (c) Emergence of a population pattern 
comparable with that of developed countries, but at current rates of 
population increase in under-developed countries, would itself make 


18. Measures for the Economic Development of Under-Developed Coun- 
tries, p. 76. 


19. I am aware of the inadequacies of montary comparisons and merely 
use the above form of expression to bring out the order of differences. 
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a highly significant contribution to economic development, but for 
some time an acceleration of the rate of growth and an increase in 
dependence are highly probable. (d) The lines of approach would 
include: (i) all practicable steps to increase domestic savings; (ii) 
special efforts to utilize idle or under-employed labour in capital for- 
mation or other production ;?° (iii) adequate diversion of resources to 
health, educational, extension and other services; (iv) integration with 
development plans, especially through the community project approach 
in rural areas, of family limitation programmes involving research 
into attitudes and simple techniques within the culture, and the appli- 
eation of the results in changing attitudes and making the means avail- 
able; (v) international capital aid and technical assistance directed to 
these ends, but with special emphasis in the latter on improving admini- 
stration, and, generally, the absorptive capacity for capital and inno- 
vations, and training to facilitate the domestic initiation and cumula- 
tive growth of innovations.”! 
Horace BELSHAW 


Victoria University College, 
Wellington. 


20. Cf. Community Organization and Development in South and South- 
East Asia. 

21. I have discussed these more fully in the study on Population 
Growth and Levels of Consumption. 





AUSTRALIA’S HOLDINGS OF GOLD AND FOREIGN 
EXCHANGE 


It is now twenty years since a detailed analysis of Australia’s 
international reserves has appeared in the Economic Record. The 
A.N.Z.A.A.S. supplement in March, 1935, contained a path-breaking 
article by Dr. (now Sir Roland) Wilson on ‘‘London Funds and the 
Australian Economy’’. Since then a somewhat bewildering array of 
statistics has been published, but little has been given in the way of 
explanation. From time to time different series have been published, 
the major sources being the Report of the Royal Commission on Mone- 
tary and Banking Systems in Australia, Professor L. F. Giblin’s book 
‘“‘The Growth of a Central Bank’’ and official publications of the 
Commonwealth Statistician and the Commonwealth Bank of Australia. 
The recent publication by the Commonwealth Bank of a new series of 
net gold and foreign exchange holdings of official and banking insti- 
tutions presents an appropriate occasion for a review of this com- 
plicated question. 


1. Selection of Component Items 


The first problem to be faced in compiling statistics of foreign 
assets and liabilities is the selection of the assets and liabilities to be 
included. The principles adopted by the International Monetary Fund 
have been followed in distinguishing between foreign and domestic 
assets. The key of this distinction is the concept of ‘‘resident’’, a 
domestic asset being a claim of one resident on another, and a foreign 
asset being a claim of a resident on a non-resident, regardless of the 
currency in which the claim is expressed. Thus a claim by an Aus- 
tralian bank on a non-resident is regarded as a foreign asset, regard- 
less of whether it is expressed in Australian currency or a foreign 
currency. There is, however, an important distinction between those 
foreign assets and liabilities which are expressed in foreign currencies 
and those which are expressed in domestic currency. Only those 
expressed in foreign currencies have been included in the new series. 
Separate series are compiled of foreign assets and liabilities expressed 
in Australian currency. 

The next difficulty arises from the fact that the desirable com- 
position of a series of foreign exchange holdings depends on the 
purpose for which it is to be used. When the purpose is to determine 
the magnitude of the international reserves which are available to 
meet future balance of payments deficits, it is desirable that the 
series should be confined to the holdings that are available to the 
monetary authorities for such a purpose. On the other hand, for 
balance of payments purposes information is needed on movements 
in all foreign exchange holdings regardless of their availability to 
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the monetary authorities. Since the holdings of business firms and 
individuals are not available to the monetary authorities and since 
information about them is not, in any ease, readily available, there 
is an obvious case for excluding them from the main published series. 
It is not so easy, however, to decide whether to include the holdings 
of all official and banking institutions or only those of the national 
monetary authorities, that is the Central Bank, Treasury and any 
similar agency. This issue has been discussed in a recent article by 
G. S. Dorrance and E. Hicks.! These writers reach the conclusion 
that it is desirable to confine their series to the holdings of the 
national monetary authorities. Their reason is that ‘‘the choice of 
monetary policy or exchange restrictions as an alternative to the 
use of reserves lies with the monetary authorities and it is their 
holdings that are primarily available for policy use’’. In the case 
of Australia, however, the banks have been appointed agents of the 
Commonwealth Bank for the administration of the Banking (Foreign 
Exchange) Regulations. Under these arrangements the banks’ excess 
receipts or payments of sterling are settled cach month with the 
Commonwealth Bank. Should the authority under these regulations 
expire at any time the Commonwealth Bank has authority to institute 
arrangements for the mobilization of foreign currency under Section 
23 of the Banking Act, 1945-53. To the extent that assets held by the 
banks are due to be transferred to the Commonwealth Bank under 
these arrangements, they are just as much a part of central reserves 
as the holdings of the Commonwealth Bank itself. A series of reserves 
that excluded these assets would, therefore, be incomplete. On the 
other hand, funds required as working balances are not available as 
reserves and their inclusion would, therefore, tend to overstate 
reserves. 

Prior to the publication of the new series, some, but not all, 
working balances had been excluded from the various series that 
had been published for Australia. Differences between these series 
arose, in the main, from the difficulty of striking a compromise 
between the two purposes referred to above. Since the distinction 
between reserves and working balances is much more difficult to draw 
than that between foreign and domestic assets, the coverage of the 
new series was extended to include all foreign exchange holdings of 
official and banking institutions and the distinction between reserves 
and working balances was relegated to a sub-division of this series. 

Even when this position has been reached it is not possible to 
identify without ambiguity the assets and liabilities to be included. 

1. “Gold and Foreign Exchange Statistics in I.F.S.” first published in 


International Financial Statistics, June 1953, pp. vii-xii, and subsequently 
reproduced in part in Staff Papers, Vol. III, No. 2, October 1953, pp. 221-227. 
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One difficulty concerns the London offices of the Australian banks, 
Should they be regarded as Australian residents or British residents? 
If they are regarded as Australian residents it is necessary to analyse 
their London balance sheets and segregate those assets or liabilities 
that represent claims on or liabilities to foreigners. If they are regarded 
as British residents, the Australian asset is the net surplus in London 
on Australian account. Obviously, the London office of the Common- 
wealth Bank should be regarded as an Australian resident, but for 
the trading banks the case is much more doubtful. All the trading 
banks conduct some purely British business and a number of them 
are engaged in overseas business on account of New Zealand branches. 
It would be extremely difficult, therefore, to segregate in their London 
balance sheets those items which are on Australian account. For this 
reason and for the sake of consistency with the treatment of the 
branches of foreign banks in Australia, it is best to regard the London 
offices as British residents.” 

A difficulty also arises out of the multitude of forms that 
foreign claims may take. The Articles of Agreement of the I.M.F. 
define currency as ‘‘ecoins, paper money, bank balances, bank accept- 
ances, and government obligations issued with a maturity not exceed- 
ing twelve months’’. This is a special purpose definition and not 
necessarily a precedent in compiling foreign exchange statistics for 
more general purposes. Dorrance and Hicks recognize this in their 
article and propose that, in a series confined to the holdings of the 
monetary authorities, long-term foreign claims should be included. 
They point out that ‘‘monetary authorities are unlikely to hold long- 
term foreign securities solely for their income or solely for the prospect 
of their appreciation’’ and that the holdings of Sterling Area central 
banks ‘‘probably represent their decision to hold interest-bearing 
paper rather than non-interest-bearing deposits or low interest-bearing 
treasury bills for some or all of their sterling which cannot be cur- 
rently used’’. The implication that it is only blocked funds that 
are invested in this way is contestible, but the argument holds if the 
funds are merely not required for current purposes. The writers con- 
tend, however, that ‘‘if the holdings of the other banks or of business 
and individuals were included in the data the inclusion of long-term 
foreign claims would not be reasonable’’. This contention is not valid 
so far as the Australian banks are concerned, as they generally hold 


2. This does not mean that the inter-branch account between London 
and Australia can be taken without qualification as the surplus on Australian 
account. A number of items which are reimbursable from Australia are held 
as assets in the London books, instead of being charged to the inter-branch 
account, because the exchange rate has not yet been established. In these 
cases the London office is regarded as holding the items as agent for the 
Australian bank and the inter-branch account is adjusted accordingly. The 
most important items of this kind are the claims arising from acceptances 
and interest clause drafts outstanding in London. 
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no more in London than they require as working balances. Even if 
small amounts were invested in long-dated securities it would prob- 
ably be impossible to segrégate that part which could be attributed to 
their Australian business. The inclusion of the foreign exchange hold- 
ings of the trading banks in the Australian series is not, therefore, 
a valid reason for excluding the Commonwealth Bank’s holdings of 
long-term British securities. 

A further difficulty concerns the point at which claims on, and 
obligations to, non-residents are to be regarded as arising. Whenever 
a merchandise transaction is recorded in the balance of payments 
at some other time than when payment is made, there must be a 
corresponding movement in foreign assets or liabilities if errors and 
omissions are to be minimized. The principle adopted by the I.M.F. 
is that merchandise transactions should be recorded, as far as possible, 
when the transfer of ownership occurs. On the export side little 
diffeulty arises for Australia as ownership generally passes on, or 
shortly before, shipment. Customs figures may, therefore, be regarded 
as approximating reasonably closely to the actual time of the trans- 
actions. Moreover, the banks usually acquire a foreign asset at about 
the time the export is recorded. This asset frequently appears, in 
the first instance, in funds in transit. The inclusion of funds in 
transit in the new Australian series means, therefore, that when 
documents are negotiated on shipment, export proceeds are reflected 
in the balance of payments at the same time as the export itself, even 
though actual payment may not be made for several months. The 
main circumstances in which adjustments are needed are where the 
proceeds are received substantially in advance of shipment or where 
no claim arises until some time after shipment, e.g. when the goods 
are shipped on consignment or the documents are sent for collection. 
In most of these cases the appropriate adjustment, if it could be 
made, would be in the export figures rather than foreign assets and 
liabilities. 

On the import side the problem is more complicated. The Customs 
figures record imports on.arrival in Australia, whereas it frequently 
happens that payment is made or a liability is incurred when the 
goods are shipped in the exporting country. The typical case is 
where, immediately after shipment, a draft drawn under a letter 
of credit is accepted by the London office of an Australian bank and 
the documents relating to the goods are delivered to that bank. 
Under these circumstances, there is no doubt that a foreign liability 
has been incurred but, since the import will not be recorded for a 
month or two, a case might be made for excluding the liability from 
the balance of payments. A preferable solution is to include the 
liability on acceptances in calculating the net foreign exchange hold- 
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ings of official and banking institutions and to make an adjustment, 
either in imports or in private capital movements, for the liability 
on goods which have not arrived. The choice between the latter alter- 
natives will depend on whether ownership is assumed to pass on ship. 
ment or arrival. 

The question now arises whether to show foreign exchange 
holdings on a gross or net basis. In the article referred to above, 
Dorrance and Hicks conclude that it is preferable to define foreign 
exchange for statistical purposes as gross. It is important to note 
that this decision is reached after the writers have decided to confine 
their statistics to the holdings of monetary authorities. The decision 
is also based on the assumption that most of a country’s foreign 
liabilities are obligations in national currency. Under these circum- 
stances it is quite sound to argue that net figures are less useful than 
gross. In the Australian case, however, the situation is different. 
Reasons have already been given for including the holdings of other 
official and banking institutions in the Australian series, and the 
ease for netting is much stronger when the coverage is widened in 
this way. Many of the foreign assets and liabilities of banks are un- 
matured and in-transit items, and it would be misleading to include 
the assets without allowing for similar liabilities. Moreover, the 
assumption that most of a country’s foreign liabilities are obligations 
in national currency is not true for Australia. Except for a limited 
period in 1950 and 1951 when there was a speculative demand for 
Australian currency, most of our foreign liabilities have always been 
expressed in foreign currencies. In any case, the fact that the Aus- 
tralian series is confined to items expressed in foreign currencies 
means that no allowance is made for those liabilities which are 
expressed in Australian currency. It should be noted that, even when 
attention is being concentrated on central reserves, there is a strong 
case for earmarking the assets required to meet outstanding commit- 
ments, such as those under documentary credits. The residual may 
then be regarded as free reserves. In a balance of payments crisis 
when action to protect reserves is being contemplated, it is this 
concept rather than gross reserves that is significant. The Australian 
treatment which regards acceptances under such credits as a charge 
against central reserves is consistent with this approach. There are, 
therefore, sound reasons for showing the Australian series on a 
net basis. 


2. Description of New Australian Series. 


We are now in a position to consider the Australian figures. 
There are only two series which need concern us: the series published 
by the Commonwealth Bank prior to May, 1954 (hereinafter referred 
to as the old series) and the new series published in the supplement 
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to .he Statistical Bulletin for May, 1954. The old series was published 
ir. the Statistical Bulletin only for the months of June and December. 
However, quarterly figures for the period 1928 to 1945 were published 
in ‘‘The Growth of a Central Bank’’ and this series has been extended 
to December, 1953, in the supplement to the Statistical Bulletin for 
May, 1954. Monthly figures from August, 1948, have been published, 
with a six months’ time lag, in International Financial Statistics. 

The new series has been published for June only from 1946 to 
1949, for June and December in 1950 and monthly from June, 1951. 
In future, monthly figures will be published once a quarter with a 
time lag which has so far been about four months from the latest 
date. The two series are compared for the period for which both are 
available in Table I. The major component in both series is the item 
‘gold and balances held abroad’’ which is published in the Common- 
wealth Bank’s Weekly Statement of Central Banking Business (includ- 
ing the Note Issue Department). The term ‘‘balances’’ covers money 
at short call and holdings of Treasury bills as well as cash and bank 
balances. Both series also include Commonwealth Bank holdings of 
longer dated securities, and, in addition, the new series covers certain 
small amounts in the nature of in-transits in the Commonwealth 
Bank’s books. Another important component is the foreign exchange 
holdings of all trading banks. The old series included only the London 
surpluses of the major banks. Funds in transit to London and 
balances in other centres were not included. The new series has been 
extended to include these items and also figures for the minor banks. 
In view of the establishment of the Commonwealth Trading Bank as 
a separate entity, its figures have been included in the new series 
with those of the private banks. For the sake of comparability the 
holdings of the General Banking Division in London have been 
treated similarly for the period prior to 3rd December, 1953, when 
they were taken over by the Commonwealth Trading Bank. 

The main source of information regarding the holdings of the 
tradings banks is Form F, which is submitted monthly in accordance 
with the Banking Act, 1945-53. Until recently there were incon- 
sistencies between the banks in the method of reporting their London 
surpluses, and the bookkeeping adjustments referred to in footnote 
(ec) to Table I arose from changes which gradually eliminated these 
inconsistencies. In the new series adjustments have been made to 
make the figures consistent from the outset. The banks are now report- 
ing their surpluses on a uniform basis, and such adjustments are no 
longer necessary. Moreover, from June, 1953, supplementary informa- 
tion has been obtained from the banks relating to acceptances out- 
standing in centres other than London and bills receivable not 
included in other items. The addition of these items has had very 
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little effect on the comparability of the total series with earlier 
figures as the new items roughly offset each other. 

The new series also incorporates a change in the day to which 
the June and December figures relate. The figures in the old series 
related to the last Monday of the month until the end of 1946 and 
from then on to the last Wednesday. In the new series the June and 
December figures relate to the end of the month but figures for the 
remaining months continue to relate to the last Wednesday. The 
change has been made in order to facilitate the use of June and 
December figures for balance of payments purposes. Since all other 
balance of payments items relate to calendar months, it is desirable 
that foreign exchange figures should be available on the same basis. 
This change has involved a certain amount of interpolation, but the 
use of information available in the Commonwealth Bank’s books and 
allowance for large transactions disclosed by the Ticket System* have 
reduced the margin of error to minor dimensions. 

Finally, the new series includes government balances not already 
included in the old series. To the extent that government balances 
were held with the Commonwealth Bank they were included in the 
old series as part of the Commonwealth Bank’s gross assets. The 
balances added in the new series comprise Commonwealth Govern- 
ment balances in centres other than London and State Government 
balances with British banks. A further adjustment has been made 
for outstanding cheques on Government account. This makes the 
foreign exchange figures consistent with balance of payments entries 
for Government transactions, since these are taken from Government 
sources in which payments are recorded when cheques are issued. 

The two main items included in the new series, but not in the 
old, namely funds in transit and working balances elsewhere than in 
London, are available over a longer period than the other adjust- 
ments. Table II shows the old series on a quarterly basis adjusted for 
these items for the full period for which the adjustments are available. 

As already mentioned, the inclusion of working balances in the 
new series means that the total overstates the amount of international 
reserves available to the monetary authorities. In order to obtain a 
series of net central reserves it is necessary to segregate these working 
balances. The Commonwealth Bank is not publishing this subdivision 
on a monthly basis, but has given the June figures for 1953 and 1954 
as an indication of the relative magnitude of the two components. 


3. The Ticket System is a scheme for the collection of balance of pay- 
ments information by recording all foreign exchange transactions of £4100 
and over passing through the Australian banking system. For further infor- 
mation see The Australian Balance of Payments 1928/29 to 1951/52 (Com- 
monwealth Bureau of Census and Statistics, 1954), pp. 105-107. 
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On 30th June, 1954, net central reserves amounted to £A504 million 
and working balances to £A67 million. 


3. Tests of Adequacy of Reserves. 


The question now arises as to what constitutes an adequate level 
of net central reserves. This question was the subject of a report by 
the LM.F. to ECOSOC in July, 1953, which was subsequently pub- 
lished in Staff Papers.4 The report emphasizes that no amount of 
reserves can be adequate to finance a chronic or continuing imbalance 
jn a country’s payments, and that the problem can be discussed 
meaningfully only for those countries prepared to take appropriate 
measures to balance their external accounts over an entire cycle. In 
what follows it will be assumed that this condition is observed. 

The first step in determining the adequacy of a given amount 
of reserves is obviously to relate them in some way to the aggregate 
demand for foreign exchange. In its report the I.M.F. used the 
relationship of reserves to the ¢.i.f. value of imports for this purpose. 
It recognized that total current account expenditures would be a 
more satisfactory denominator, but found that insufficient data on 
these expenditures were available. In the Australian case total current 
account debits are available, but they tend to overstate the demand 
for foreign exchange as they include reinvested earnings of branches 
and subsidiaries of overseas firms and imports for which payment 
is not made (e.g. equipment for branches and subsidiaries of overseas 
firms) or for which reimbursement is received with little delay (e.g. 
imports under I.B.R.D. loans). After allowing for these items, net 
central reserves at 30th June, 1954, represented 56 per cent. of the 
somewhat restricted level of current account payments in 1953/54 
but only 39 per cent. of the 1951/52 level. There are a number of 
factors affecting a country’s need for reserves which must be con- 
sidered before a decision can be reached as to whether these reserves 
are adequate. 

The I.M.F. report lists the following as the main factors (not 
necessarily in order of importance) which must be taken into account 
in determining the adequacy of a given amount of reserves (expressed 
as a proportion of the country’s trade) :° 

‘1. The normal seasonal variation in the country’s imports and 

exports and in the service items in its balance of payments; 

‘2. The extent to which the volume of its imports and exports 

is subject to extraordinary variation because of natural or 

4. “The Adequacy of Monetary Reserves” in Staff Papers, Vol. III, No. 
2, October 1958, pp. 181-227. 


5. Ibid. p. 188. Four other factors are also listed but those quoted are 
described as the most fundamental. 
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other factors, e.g. crop failures, political or economic changes 
elsewhere, etc. ; 

“3. The variability in the prices of its imports and in the prices 
of and demand for its exports; 

“‘4. The extent to which the country is dependent on imported 
raw materials, equipment, and essential foodstuffs to avoid 


dislocation of its economy or undue hardships to its popv- 
lation.’’ 


For Australia the only seasonal movement for which allowance 
need be made is that in exports. Experience over recent years suggests 
that the funds required to supplement export income between the 
end of one export season in June and the low point in September 
amount to about 6 per cent. of the current annual rate of exports. 
Part of this total represents a decline in funds in transit which are 
included in working balances. The reserves needed to finance the 
normal seasonal variation in Australia’s balance of payments may, 
therefore, be taken at about 5 per cent. of the current annual rate 
of exports. 

By far the most important aspect of this question from the 
Australian point of view is the degree of variability of export income. 
Obviously what may be an adequate level of reserves for a country 
with a steady export income may be quite inadequate for a country 
with a highly variable export income. For example, South Africa, 
with a high proportion of gold in its export income, is in a position 
to operate on a lower relative level of reserves than Australia whose 
export income is derived principally from products which are subject 
to wide variations in price and output. 

In his article, Sir Roland Wilson gave an interesting analysis of 
the variability of Australian export income. Examination of price 
trends over 44 years to 1933/34 showed that, with the isolated excep- 
tion of 1921/22, export prices fell 5 per cent or more below the average 
of the preceding five years only in two groups of depression years, in 
the early ‘nineties and the early ‘thirties. He concluded that the 
most that could be said was that on two occasions export prices fell 
heavily and remained low, even in relation to the diminishing averages 
of the preceding five years. During the subsequent twenty years a 
similar fall has occurred only in 1938/39 and in this case there was 
a prompt recovery. 

An index of Australian import prices is available only from 
1928/29 but throughout this period import prices have been much 
more stable than export prices. There is, therefore, ample evidence to 
suggest that we cannot rely on a decline in import prices offsetting to 
any significant extent a sudden decline in export prices. 





1955 


in W 
of th 
year 
whe! 
exal 
trali 
con 
yeal 
how 
sue 
The 
tior 
abi 
of | 
ant 
mu 
of 
fa 
eli 








MAY 


Anges 
ices 


orted 
LVoid 
Opu- 


ance 
rests 
the 
nber 
orts, 
are 
the 
nay, 
rate 


the 
me, 
itry 
try 
ica, 
‘ion 
Ose 
ject 


; of 
‘ice 
ep- 
uge 


the 
ell 
res 





1955 AUSTRALIA’S FOREIGN EXCHANGE 27 


On the production side Wilson showed that the eight cases 
in which wool production fell 10 per cent. or more below the average 
of the preceding five years were confined to three groups of successive 
years. This pattern was repeated in the subsequent twenty years 
when the only cases occurred in the years 1944/45 to 1946/47. An 
examination of the figures over the full period suggests that Aus- 
tralian wool production is becoming more resistant to adverse seasonal 
conditions. For wheat Wilson concluded that the grouping of low 
years was much less marked than for wool. Subsequent experience, 
however, tends to contradict this conclusion as there were three 
successive small crops in the mid-’thirties and two in the mid-’forties. 
The latter case, however, was affected by the policy of acreage restric- 
tion and it was only in the second year that the average yield was 
abnormally low. Wilson also examined the variability of exports 
of butter and meat, but in view of the relative decline in the import- 
ance of these exports in recent years variations are no longer of 
much significance from the point of view of the appropriate level 
of reserves. On the other hand, exports of metals and metal manu- 
factures have increased in importance and these are not subject to 
climatic hazards. 

With regard to the possible synchronisation of bad seasons, Sir 
Roland discovered only one year, 1902/03, when wool and wheat were 
both bad. In the period since 1933/34, the only year in which bad 
seasons for wool and wheat coincided was 1944/45. There have been 
other occasions when one has been bad and the other only fair, but 
it seems fairly safe to assume that the coincidence of a bad season 
for both commodities is unlikely. 

The conclusion that emerges from this brief review is that, while 
still subject to major declines, which in the case of wool might extend 
over several seasons, Australian export volume is rather less variable 
than it has been in the past. Moreover, in the case of wool, the Aus- 
tralian share of world supply is so great that sharp declines in pro- 
duction are likely to be offset to some extent by price rises. On the 
other hand, the competition of synthetics, which has emerged since 
Dr. Wilson wrote, has introduced another element of variability on 
the side of demand. It remains just as true now as in 1935 that there 
is a good field for the exercise of judgment in this problem of 
variability. 

The last of the factors quoted from the I.M.F. report concerns 
the essentiality of imports. Obviously the need for reserves is greater 
for a country whose imports consist mainly of essential foodstuffs, 
materials and equipment than for one whose imports are marginal 
and relatively inessential. Perhaps the best guide for Australia on 
this point is the classification used for import licensing purposes. 
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When licensing was extended to imports from all countries in March, 
1952, licences for imports from countries other than the dollar area 
and Japan were determined on the basis of a classification of imports 
into various categories. The original categories were A, B and Adminis. 
trative, quotas for the two former categories being 60 per cent. and 
20 per cent. respectively of 1950/51 imports. Applications for licences 
for imports in the Administrative category were considered on their 
merits, but were generally granted on a liberal basis. Subsequent 
relaxations have raised the quotas for Category A and Category B 
goods to 100 per cent. and 60 per cent. respectively. Although some 
items have been transferred from time to time from Category B, the 
group has remained relatively unchanged throughout, and may be 
regarded as comprising the least essential element of our imports. 
This category represented approximately 25 per cent. of total imports 
in 1950/51 and 1951/52, and this figure may be taken as some indica- 
tion of the proportion of imports which can be restricted drastically 
without involving ‘‘dislocation of the economy or undue hardship to 
the population’’.* So long as fundamental disequilibrium in the balance 
of payments is avoided, the existence of this significant category of 
imports gives us a substantial degree of flexibility which would permit 
a fairly rapid adjustment to sudden changes in the balance of pay- 
ments. In view of the time lag between the placing of orders for 
imports and the. arrival of the goods, however, reserves must be 
adequate to finance imports during the period it takes to make import 
restrictions effective. Recent experience in the operation of import 
restrictions suggests that this time lag is nearly six months. 

There is one further factor that needs to be considered, namely 
movements in short-term credits. The I.M.F. report lists this as one 
of the factors which might supplement a country’s reserves but 
points out that, in recent years, such movements have been, on the 
whole, of a disequilibrating rather than of an equilibrating character 
for most countries.? There are strong grounds for going even further 
and suggesting that, for a country like Australia, allowance should 
be made for possible disequilibrating movements which it would be 
virtually impossible to prevent by means of exchange control, eg. 
changes in leads and lags in trade payments. Present exchange control 
regulations in Australia permit prepayment or post-payment by as 
much as six months. A sudden change in balance of payments prospects 


6. It should be borne in mind that the impact of the restrictions imposed 
in March 1952 was very greatly eased by the existence of large stocks. More- 
over, the severity of the restrictions was quickly eased as the balance of 
payments position improved. The extent to which imports could be reduced 
in a future crisis without involving serious dislocation or hardship would 
depend largely on the level of stocks at the time and the probable duration 
of the restrictions. 

7. Op. cit. p. 189. 





195 


cowl 
pay 
to ¢ 
imy 
tice 
anc 
me 
me 


Wi 


lo 








MAY 


‘arch, 
area 
Ports 


, and 
ences 
their 
juent 
ry B 
some 
, the 
y be 
orts. 
ports 
dica- 
cally 
p to 
ance 
y of 
rmit 
pay- 

for 
t be 
port 
port 


nely 
one 
but 
the 
eter 
ther 
yuld 
| be 
e.g. 
trol 
- as 
ects 


sed 
ore- 
> of 
iced 
yuld 
tion 





1955 AUSTRALIA’S FOREIGN EXCHANGE 29 


could, therefore, lead to very wide changes in the timing of trade 
payments. At the extreme it would be possible for export receipts 
to change from a lead of six months to a lag of six months, and for 
import payments to change to the same extent in the reverse direction. 
A change of this magnitude is, of course, out of the question in prac- 
tice. Experience over the past few years, however, suggests that leads 
and lags respond quite markedly to changes in the balance of pay- 
ments, and some allowance should, therefore, be made for this factor. 

The allowance which should be made for each of the factors 
mentioned above is a matter of judgment on which individual opinions 
will differ widely. It is not only necessary to assess the probable 
magnitude of future fluctuations in the balance of payments but also, 
as Wilson emphasized, to bear in mind the cost of holding idle gold or 
low-interest-bearing reserves. So many variables enter into the problem 
that it may perhaps be best for countries like Australia to avoid the 
selection of a rule of thumb and to consider the whole situation afresh 
as new circumstances arise. 

D. G. BapGErR 


Sydney. 
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TABLE I 
Net Gold and Foreign Exchange Holdings 
(Official and Banking Institutions) 
(£A million) 
| OLD SERIES (a) NEW SERIES (b) 
Gold Foreign Total Gold Foreign Total 
Exchange Exchange 

1946 June 20-6 194-8 215-4 20-7 204-2 224-9 
1947 June 30-2 168-5 198-7 30°3 170-0 200-3 
1948 June 27°3 246-2 273-5 27-3 253-6 280-9 
1949 June 27-2 424-5 451-7 27-2 419-4 446-6 
1950 June ar 39-3 610-8 650-1 39-4 590-1 629-5 
December .. 39-3 639-2 678-5 39-4 626-5 665-9 
1951 June 43-9 799-1 843-0 43-9 759-8 803-7 
July 44-9 779-4 824-3 44-9 735°7 780°6 
August ‘ 46-0 724:-8 770°8 46-0 662-8 708-8 
September. . 47-1 663-2 710-3 47-1 603-5 650°6 
October .. | 48-7 | 582-2(c)| 630-9(c)|| 48-7 541-7 | 590-4 
November .. 49-8 534-9 584-7 49-8 507-8 557-6 
December .. 50-2 493-9 544-1 50-2 456-1 506-3 
1952 January ; 50°3 425-8 (c)| 476-1(c)|| 50-3 413-0 463-3 
February .. 50-4 391-7 442-1 50-4 381-5 431-9 
March 50°5 369-9 420-4 50°5 368-1 418°6 
April 50-9 343-1 394-0 50-9 348-7 399-6 
May 51-3 323-4 374°7 51°3 330-6 381-9 
June 50-2 311-7 361-9 50°3 322-2 372°5 
July 49-9 | 302-6 352-5 49-9 308-8 | 358-7 
August ‘ 49-7 312-3 362-0 49-7 319-8 369-5 
September. . 49-9 304-3 354-2 49-9 313-5 363-4 
October ‘ 50:3 321-6 371-9 50°3 339-3 389-6 
November .. 50-2 355-6 405-8 50-2 373-7 423-9 
December .. 50-2 387-2 437-4 50:2 410°6 460°8 
1953 January , 50-4 407-5 457-9 50-4 421-5 471-9 
February .. 50-2 424-1 474-3 50-2 436-2 486-4 
March 50:4 447-7 498-1 50-4 463-9 514°3 
April 50:5 472-2 522-7 50°5 479-8 530°3 
May 49-9 480-5 530-4 49-9 496-8 546-7 
June 50-0 498-1 548-1 50-1 511-1 561-2 
July 50-2 490-9 (c)| 541-1(c)|| 50-2 508-0 | 558-2 
August ‘ 49-8 484-3 534-1 49-8 497-0 546-8 
September 50-4 475-2 525-6 50-4 492-4 542-8 
October ‘ 50-6 491-3 541-9 50-6 508-7 559-3 
November .. 51-9 506-0 557-9 51-9 529-3 581-2 
December .. 53-2 538-7 591-9 52-4 555-5 607-9 
1954 January (d) | 53-7 547-2 600-9 
February .. | 54-8 556-3 611:1 
March | 55-3 558-2 613-5 
April ; 56-1 562:7 | 618-8 
May ; 57-0 547-7 | 604-7 
June . 57°1 513-6 570°7 
July . | 57-9 488°2 | 546-1 
Aug. 59-4 461-0 520-4 
Sept. a 61-6 442-8 | 504-4 

Oct. bik 60:5 452-1 512-6 
Nov. och 61-9 443-3 505-2 
Dec. ay 61-6 444-3 505-9 


























(a) Figures relate to last Wedn 
(b) June and December figures 


nesday. 


(c) After deducting the following adjustments of an accounting nature that 
payments transactions; £15-0 million in 
January 1952, and £4-0 million in July 


were not due to balance of 
October 1951, £2-3 million in 


1953. 


(d) Figures for the old series have not been published since December 1953. 


esday except June 1946 (last Monday). 
are for end of month, others for last Wed- 
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TABLE II 


Gold and Foreign Exchange Holdings 
Adjustments to Old Series®) 
(£A million) 











MARCH JUNE SEPTEMBER DECEMBER 

Old Series | Adjusted | Old Series Adjusted | Old Series | Adjusted | Old Series | Adjusted 
1932 50°5 54-7(b)| 58-6 65-5 
1933 60-1 65-9 64-2 67-8 65-6 71-1 66-6 77-9 
1934 83-2 92-2 87-5 91-3 74-0 78-8 63-9 72-2 
1935 | 57-7 64-9 56-7 62-4 45-5 49-1 50°8 59-9 
1936 55-7 64-6 53-9 57-5 47-3 51-9 58-8 70-0 
1937 74:1 84-9 87-6 92-9 77°8 83-7 74-1 83-0 
1938 73-3 81-5 78-3 85-2 69-6 74-4 67-7 75-8 
1939 59-8 66-9 55-7 60-7 47-0 51-8(c)| 64-9 68-4 
1940 | 72-2 74-2 71-7 73-5 74-0 76-9 98-9 101-5 
1941 95-3 98-3 89-5 95-2 68-3 73-7 66-6 70-8 
1942 59-5 63-6 69-1 73-0 78-0 81-5 87-2 89-6 
1943 85-5 88-0 86-8 89-6 93-1 97-8 110-3 114-1 
1944 | 143-7 |146-6 182-4 |185-4 199-9 |204-7 207-5 211-3 
1945 | 212-7 {216-2 208-3 (211-7 170:2 |174-7 184-9 188-9 
1946 | 204-7 |208-3 (d); 215-4 (222-8 232-0 |240°3 235-4 243-2 
1947 | 238-5 |244-1 198-7 |206-0 185-4 |190-5 186-9 193-9 
1948 | 242-2 |250-3 273-5 |282-5 314-7 (324-8 376-5 392-4 
1949 | 403-4 /|416-3 451-7 |464-4(e)| 457-6 |471-6 508-3 528-2 
1950 | 599-0 |620-4 650-1 |666-1 609-5 |623-5 678-5 711-3 
1951 | 797-7 |832-7 843-0 (866-8 710-3 |722-8 544-1 562-2 
1952 | 420-4 |439-5 361-9 |379-1 354:2 (366-4 437-4 462-8 
1953 | 498-1 [520-3 548-1 |567-2 525-6 (541-8 591-9 614-2 





























(a) 
(b) 
(c) 


(d) 


(e) 


To December 1946, figures are as at last Monday in the month, there- 
after as at last Wednesday. 
— ho June 1939, figures are adjusted only for in-transits of the major 
anks. 
From September 1939 to December 1945 the adjustment includes the 
in-transits between Australia and London, and working balances else- 
where than London of the major banks. The figure for September 1939 
—a” been £50-4 million if adjusted only in accordance with 
note ye 
From March 1946 the adjustment also includes in-transits, balances 
other than London, and London surpluses of the minor banks. The figure 
for March 1946 would have been £208-0 million if adjusted only in 
accordance with note (c). 
From June 1949 to March 1952 this series differs considerably from the 
new series because various banks, in reporting their London surpluses, 
differed in their treatment of the large volume of import bills then 
outstanding in London. From October 1951 various book-entry adjust- 
ments of the old series removed most of these differences, and the 
volume of such import bills declined steadily. In the new series these 
items have been treated consistently throughout the period. 











AGGREGATE PRODUCTION FUNCTIONS 
1. The General Theorem 


An aggregate production function is a relation between a set of 
aggregates for the outputs of individual firms and a set of aggregates 
for their inputs of individual factors. Such functions have an obvious 
importance for macro-economic studies of the functioning or develop- 
ment of a whole economy, but their characteristics and limitations do 
not seem to be sufficiently appreciated by most of those who use them. 

We shall here attempt a brief but systematic survey of the pro- 
blem. For simplicity it will be assumed throughout that there are n 
firms to be grouped into an industry or sector, that they produce a 
homogeneous output denoted by X, and use only two homogeneous 
factors denoted by L and C, which may be interpreted as labour and 
capital services. 

The individual production function of any r firm may be 
written quite generally as 


(1) X, = f,(L,, C;) eae i, Sola th ge 
It is most natural (although, as we shall see, by no means the only 


possible procedure) to define aggregates as arithmetic sums of the 
corresponding outputs and inputs of individual firms, i.e. 


(3). dic= 3h. 
(4) C= 2, 


Our problem is then to derive, from these n individual production 
functions and these definitions of aggregates, a unique functional re- 
lation between X, L and C. 

Marshak and Andrews, Pu,? and May® have all rightly insisted 
that such a derivation is impossible unless some rule is also postulated 
for allocating inputs between the various firms. For unless the indi- 
vidual production functions are all identical, and the marginal pro- 
ducts of the factors constant for all ranges of output, aggregate out- 
put must be affected by the distribution of inputs. All these authors 
propose, as the most obvious theoretical rule governing allocation of 
factors, the ‘‘law of marginal productivity”’; i.e. 


= Oxr OXs 

( ‘ ) OL; OLs 
ox r OXs 
(6 ) oc, oC. C, 


1. J. Marshak and W. H. Andrews, “Random Simultaneous Equations 
and the Theory of Production”, in Econometrica, 1944; esp. pp. 143-6 and 
p. 169. 

2. S. S. Pu, “A Note on Macroeconomics”, in Econometrica, 1946; pp. 
299-302. : 

8. K. May, “Technological Change and Aggregation”, in Econometrica, 
1947; esp. p. 63. 
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These six relations provide a ‘‘micro-model’’, and such a model 
is required in order to derive an aggregate production function. The 
model is not complete because it involves 3n + 3 variables and only 
3n-+1 equations. But as Pu points out a transformation may be 
made whereby all L,’s and C,’s are expressed in terms of L and C, 
so that if the resulting expressions are substituted in (1) we could 
use (2) to derive 
(7) X=F (L, C) 
which would be a unique aggregate production function. 

It should also be noted that under this rule of allocation aggregate 
marginal productivity is the same as individual marginal productivity : 

x OX, dir OXr OX 
r = du OL, Os 
x = > dC, _OX,r OXs 

~dC OC, OCs 





2. Application to Linear Homogeneous Functions 


In view of the widespread use of linear homogeneous (constant 
returns to scale) production functions, such as that made famous by 
Cobb and Douglas, there is some interest in applying the general result 
to them. As is well known, Euler’s theorem holds for such functions, 
so that if they po to individual firms we should have 


i Sen L, 2 a 6. oe 
which, in view g macal ‘ae to 
(Ta) xK=L2e +084 


This means that if cemaiielid functions are linear homogeneous, 
and the law of marginal productivity governs the allocation of factors, 
the aggregate production function will also be linear homogeneous. It 
will not, however, necessarily have the same form as the individual 
functions. 

Suppose, for example, that a Cobb-Douglas function applies to 
each firm : 


(la’) Log X, = Log A, + k, Log L, + j, Log C, 

ky + jr =1 
Then so long as aggregates are defined as arithmetic sums we cannot, 
in general, derive an aggregate function of the form 
(7a’) Log X = Log A+ k Log L + j Log C 
because logarithmic addition implies continued products of individual 
outputs and inputs. That would be possible only if all firms had 


identical production functions, and both produced a constant fraction 
B 
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of aggregate output and received the same constant fraction of each 
aggregate input. Then we could put 


Ay mA; kek, ji, = j, or ay hy = 


= — L, | 
n n 


Sle 


and derive 
(7a’’) Log” + Log X = Log A+ k Log L+ j Log C 


+ J+) Log (=) 


which would be the same as equation (7a’) if 7+k—1. 

There is, however, a fatal objection to any assumption that linear 
homogeneous functions can apply to individual firms. If it did we 
could rearrange (la) to 


- the OX, C, OX, 
| Say Ble 2d 

and this implies, so long as C, is a factor (i.e. has a positive marginal 
product), that the average product of L, must always exceed its mar- 
ginal product. In that event the average or marginal product of L, 
would always decrease with output, which would contradict the almost 
tautological law of variable factor returns. This envisages a first stage 
where average product increases with output and is less than marginal 
product, followed by a second stage where it decreases with output 
and exceeds marginal product. As it seems much more plausible to 
accept the law of variable returns than the idea that linear homogene- 
ous functions apply to individual firms this idea ought to be given up. 


3. Klein’s Attempt 


Klein,‘ nevertheless, has postulated Cobb-Douglas functions for 
firms and has rejected the principle that some rule is needed for allo- 
eating inputs. After reviewing an earlier attempt by Dresch and find- 
ing it unsatisfactory, he decided to approach the problem of aggrega- 
tion in another way. Instead of attempting to derive an aggregate 
function from a macro-model involving ordinary definitions of aggre- 
gates as simple sums, he has assumed certain properties for the indi- 
vidual and aggregate functions and then attempted to devise appro- 
priate definitions for the aggregates. 

His two criteria for definitions of the aggregates are: 





(la’ 


(a) if individual output is a function of individual inputs, aggre- 
gate output should likewise be a function of aggregate inputs; 

(b) if the law of marginal productivity applies to individual 
functions it should also apply to the aggregate function. 


4. L. Klein, “Macroeconomics and the Theory of Rational Behaviour”, 
in Econometrica, 1946, pp. 93-108. 
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(Pu has pointed out that the general aggregate function derived 
from his micro-model satisfies these two criteria, as reference to Sec- 
tion I will show.) 


In place of equation (1) Klein assumes 
(1b) Log X = Log A + k, Log L, + j, Log C, 
and proposes to define aggregate output as a simple geometric average 
of individual outputs; viz. 


(2b) Log X = = SLog X,. 


Aggregate inputs, however, are defined as weighted geometric averages 
of individual inputs, the weights being the exponents or elasticities of 
the individual functions, i.e. 


(3b) Log L = 3k, Log L,/3k, 
(4b) Log C = 3j,Log C,/2j, 


In place of the rule of allocation we have further definitions of aggre- 
gate exponents as simple arithmetic averages of the corresponding 
individual exponents, 


1 
(5b) k= m= xk, 


ee 
(6b) j= > 2h 
From these equations it is easy to deduce that 
(7b) Log X = Log A+ k Log L + j Log C 
(Log A = x SLog A,;) 


Klein has thus overcome the difficulty mentioned in the previous 
section about deriving an aggregate Cobb-Douglas function from 
individual Cobb-Douglas functions. It is clear that his aggregate 
function satisfies his first criterion, but rather surprising that, in this 
simple case of one good and two factors, it does not necessarily satisfy 
his second criterion. 

Applying the law of marginal productivity to the individual fune- 
tions, (1b), we have 














a ee ee : 
a GE eee \ 
OX; ; ae : he Ce se 
9 aa —=” Ul — a — =_ 
( b) oc, Jr Ge Js ce ac, p 


where p, w, and z are the prices of X, L and C. Substituting these 
results in (5b) and (6b) we obtain 


1b) p= MIS 
(10b) & oan 
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—_— oo 
(11b) oe 


If the aggregate function also satisfied this law, 





(12b) oe —k Loe 
(sp) 2 = 5 GHz 
so that 

(14b) k= oe 
(1b) j=Z% 


There is no reason why equations (14b) and (15b) should be equiva- 
lent to equations (10b) and (11b), more especially if we recall that 
X has been defined as a simple, and L or C as a weighted, geometric 
average. Klein reaches a different conclusion only because he assumes 
many kinds of outputs and inputs, and advances further special defini- 
tions of their average prices which lead to results satisfying his second 
eriterion. But his definitions should cover the case of one homogeneous 
output and two homogeneous inputs and evidently fail to. 

Klein® has also attempted to reply to the subsequent criticism 
made by Pu that a rule of distribution is required for inputs if a 
unique aggregate production function is to be obtained. On the one 
hand, he asserts that his definitions of aggregate inputs as weighted 
geometric averages do reflect distributional changes because any change 
in individual production elasticities means a change in the weights. 
This may not be thought consistent with his initial assumption of given 
individual Cobb-Douglas functions but, in any event, fails to meet 
Pu’s point. An automatic reflection of changes in the distribution of 
aggregate inputs between individual firms is far from being a rule 
for their allocation between such firms. 

On the other hand, he objects to Pu’s solution as leading to a 
function which, unlike the individual functions, is not purely techno- 
logical since it also depends upon equilibrium conditions appropriate 
to profit maximization. ‘‘The aggregate function,’’ he says, ‘‘should 
not depend upon profit maximization, but purely on technological 
factors.’’6 

This is not quite fair to Pu, who insists only upon a rule for 
distributing inputs. In a competitive economy any such rule will pre- 
sumably be related to profit maximization, but some rule is required 
for this purpose in any type of economy. 


5. L. Klein, “Remarks on the Theory of Aggregation”, in Econometrica, 
1946, pp. 303-12. 
6. Op. cit., p. 308. 
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May’ has effectively replied to Klein’s counter-attack. He recalls 
that Klein’s original problem was to devise aggregate indexes which 
would be consistent with assumed properties of individual and aggre- 
gate functions. Whatever interest such an attempt may have—and this 
seems rather limited—it is different from the general problem of deriv- 
ing an aggregate function from individual functions. That problem is 
insoluble until we have some non-technical rule for allocating inputs, 
because aggregate production must vary with changes in this distribu- 
tion, independently of changes in the aggregate inputs themselves. 

The final objection to Klein’s procedure is that the application of 
Cobb-Douglas functions to firms contradicts the law of variable factor 
returns. 


4. The Interfirm Function 


Reder® and Bronfenbrenner® seem to have recognized this last 
difficulty a few years earlier. Both, therefore, assume perfectly general 
production functions for firms and distinguish individual ‘‘intrafirm’’ 
functions, which may conform to the law of variable factor returns, 
from an aggregative ‘‘interfirm’’ function, which relates to equili- 
brium values between output and inputs for every firm. 

Reder claims that the Cobb-Douglas function, properly inter- 
preted, is such an interfirm function. Bronfenbrenner, however, argues 
that the interfirm function must be linear natural, not linear logarith- 
mic. His argument is somewhat confusing, but the micro-model of 
Section I is easily adapted to incorporate his basic assumptions and 
hence to obtain his basic result. The only difference, in fact, is that we 
have to assume not merely equality of marginal products over all firms 
but equality between their values and the prices of the factors. 

The model is thus: 


(1e) X; = f.(Lr, C;) 
(2c) X = 3X, 
(3c) L == SE 








(4c) C = XC, 

_ OXr w_ OXs 

i oo 
OxXr Tv OXs 

oe ee 


7. Op. cit., section 3. 

8. M. W. Reder, “An Alternative Interpretation of the Cobb-Douglas 
Function’, in Econometrica, 1948, pp. 259-64. 

9. M. Bronfenbrenner, “Production Functions: Cobb-Douglas, Interfirm, 
Intrafirm”, in Econometrica, 1944, pp. 35-44. 
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Hence 
OX, ) ae 
— v-_ 
a= aL, dL, +3 aC, aC, 
w 7 
= is —-dC 
p T p 
so that 


—_— bond a 
(Je) X=A+>L+7 ©. 


This last result is Bronfenbrenner’s linear natural, interfirm function, 
and it implies constant returns to scale if A = 0. He suggests that its 
application in statistical analysis of Douglas’s temporal data would 
give as good results as those obtained with the Cobb-Douglas function 
itself. 

This interfirm function, however, is not an aggregate production 
function such as was derived in Section I. Instead of relating aggre- 
gate output to all possible combinations of aggregate inputs it relates 
aggregate output only to equilibrium combinations of aggregate in- 
puts; i.e. those which make the perfectly competitive demand price 
for each input equal to its supply price. Bronfenbrenner’s additional 
assumption that the value of the marginal product of each factor 
equals its price has had the effect of making the model complete; there 
are now 3-+ n equations for the same number of variables if prices 
ean all be taken as given. The linear natural function thus holds only 
for equilibrium values of output and inputs, and output changes only 
if some price changes. 

Statistical testing of this function might, as Bronfenbrenner sug- 
gests, be successful, but if so would merely show that profits and prices 
tended to be constant [the parameters in equation (7c) ], not that 
there is a particular physical relation of output to inputs. It would, 
even so, be difficult to accept the underlying assumption that this 
manufacturing data corresponded at all closely to the conditions of 
perfect competition or to equilibrium states. 


5. Relation to Statistical Tests of the Cobb-Douglas Function 


It seems, nevertheless, that it must have been an equilibrium 
relation of this kind which Douglas and his co-workers measured. 
The reason is that in every case they used single equation regressions, 
but it is now recognized that this method does not usually measure 
the parameters of a ‘‘structural equation’’, such as a production 
function. It measures, rather, those of a mixed, or derived equation, 
such as an interfirm function.!° 


10. The pioneer work is T. Haavelmo, “The Probability Approach to 
Econometrics”, in Supplement to Econometrica, 1944. 
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The single equation method could, in fact, lead to satisfactory 
estimates for the parameters of a production function only if we could 
assume that the distribution of aggregate inputs has no effect on 
aggregate output, and that these inputs were unaffected by prices. We 
have seen that the first assumption is unrealistic, and the second is 
not plausible, even for a large sector. Single equation estimates are 
thus likely to become more unreliable as variations increase in the 
technical efficiencies of firms and as inputs and prices become more 
inter-dependent.!4 

No surprise, then, need be felt at the wide variations in Douglas’s 
estimates of k and j.!2 In two time series, and five cross-section, studies 
for the United States he obtained estimates of k ranging from 0:61 
to 0:76; in four cross-section studies for Canada estimates ranging 
from 0°43 to 0°50; and in nine cross-section studies for Australia 
estimates ranging from 0°49 to 0°65. These variations appear to have 
no systematic relation with the time of the study, and even if they 
could be explained by differences in general production conditions 
over time and space that would only emphasize the importance of 
attention to variations in production conditions between firms. 

There are thus many objections to Douglas’s analysis. We have 
seen that no aggregate production function can be derived from the ~ 
production functions of firms without a rule for allocating inputs. The 
Cobb-Douglas function can be so derived only by assuming identical 
and linear logarithmic functions for firms, and by assuming an equal 
division of inputs between them. The first assumption is objectionable 
because it rules out variations in technical efficiency between firms, 
and also any possibility of increasing returns. The second assumption 
seems to depend on the first together with the perfect competition law 
of marginal productivity. Douglas’s statistical results are questionable, 
moreover, not only on these theoretical grounds, but also because his 
method of single equation regressions is more likely to lead to measure- 
ment of an equilibrium value relation (e.g. an interfirm function) 
than to that of an aggregate production function. 


C. G. F. Simkin 
Auckland University College. 


11. See Marschak and Andrews, loc. cit., pp. 171-4. 
12. Econometrica, 1944, pp. 172-3. 





PLANNING AND COMPENSATION IN VICTORIA! 
I 


For about a century after the heroic days when Melbourne and 
Adelaide were first laid out by Hoddle and Light, Australia tended 
to rest on her laurels so far as town and country planning was con- 
cerned. Except in a few new towns (particularly, of course, Canberra) 
not a great deal was achieved during this period, unless in the direc- 
tion of what has been called ‘‘planning for the archives’’ 

A movement for effective planning? got under way towards the 
rather than a federal concern, and progress has not been altogether 
even in different parts of Australia. New South Wales and Victoria 
seem to be at the top of the list. Though the post-war plan for Mel- 
bourne has been moving some years behind that for Sydney, the pros- 
pects for planning in Victoria seem favourable; the interest shown by 
many of the smaller towns is particularly noteworthy. Some impor- 
tance therefore attaches to the compensation provisions of the Victorian 
legislation. These show distinctive features as compared with Britain, 
and also as compared with New South Wales, an instance of the oppor- 
tunity for experiment which must be counted to the credit of a federal 
constitution. 

The rights and wrongs of compensation are apt to play a large 
part in discussions of planning schemes. The schemes often involve 
public acquisition of some land for parks, roads, and so on. As a rule 
ownership generally is not changed, but the present and future use 
of land may be affected: for instance, land which would have been 
‘*developed’’ for housing may be ‘‘zoned’’ for agriculture, a use which 
is likely to be less remunerative. Thus even where there is no question 
of public acquisition, planning is likely (in the absence of compen- 
sation) to leave some people worse off.4 

In New South Wales it is reported that 22,000 claims totalling 
£330 million have been lodged by people who consider themselves 


1. Mr. N. G. Abercrombie, Senior Lecturer in Town and Regional Plan- 
ning at the University of Melbourne, gave me much assistance in preparing 
this paper. 

2. “Planning” will be used to mean “town and country planning”. It is 
perhaps instructive that many town and country planners suppose the word 
to be unambiguous. 
end of the last war.’ As in the United States, planning is mostly a state 


3. The expansion of road transport, and the resultant traffic difficulties, 
have had the fortunate effect of emphasizing the importance of planning to 
large retailers and others interested in central areas. 

4. Some planners like to assert that planning benefits everybody. 
Argument on this point can of course be avoided by saying that in the 
absence of compensation some people will probably be relatively worse off. 
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‘“injuriously affected’’ by the Sydney plan (the County of Cumber- 
land Planning Scheme). Judgment in Bingham v. Cumberland County 
Council, reported to be the first such case to be decided, was given at 
the end of 1954; though unfavourable to Mr. Bingham in particular 
it is said to have embodied principles favourable to claimants in 
general.® 

In Britain the Town and Country Planning Act passed in 1947 
under the Labour Government tried a radical solution of the compen- 
sation problem. In effect the solution consisted largely in nationaliza- 
tion of the development values of land, that is the extra values which 
would acerue as a result of any changes from existing use. This vast 
and metaphysical operation is now, however, being reversed: like steel 
and road transport, development values (or rights) are being de- 
nationalized by the Churchill government. Nationalization and de- 
nationalization of development rights were processes whose general 
object was beyond the popular understanding and whose details were 
beyond all but the legal understanding, but it would certainly be 
difficult to argue for either of them that they secured more than very 
rough justice 

It appears that in many ways the Victorian planning acts offer 
less scope for compensation claims than the New South Wales acts, 
the present and inter-war British acts, or even (allowing for the once- 
for-all payment promised by five years after the ‘‘appointed day’’) 
the British 1947 act. After a survey of some of the Victorian pro- 
visions, their ethical and economic implications will be discussed. 


II 


The Victorian acts provide that no compensation shall be payable 
in respect of (inter alia) : 


‘fany provision in an interim development order or planning 
scheme which specifies or enables to be specified the purposes for 
which land may be used or which prohibits restricts or regulates 
the use of land for specified purposes, except in so far as 


(i) such land is land reserved for public purposes; or 


(ii) the responsible authority has by notice in writing forbidden 
the continued use of the land for any purpose specified in 
the notice which (though not actually prohibited by the 
planning scheme) is not in conformity with the planning 
scheme. ’’6 

Of the two exceptions (i) refers to a situation in which public 


acquisition is contemplated sooner or later, not to one in which only 


5. Sydney Morning Herald, 18 December, 1954. A full report was not 
available. 

6. Act No. 5778 (11 May, 1954) 8 (3) (c). This was an amending act, 
the fourth since the principal act of 1944 (No. 5043). In several respects 
it increased the scope for compensation. 
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the use of land is involved. (Clearly the threat of public acquisition, 
more particularly if no date is specified, may reduce the value of land 
further than any limitation of use: it may make the land an unattrac- 
tive investment for any use.) 

In exception (ii) the important word seems to be ‘‘continued’’; 
this passage evidently refers to what are known in planning jargon as 
‘‘non-conforming users’’. It means that compensation is not excluded 
where the owner of land is prevented from continuing to use it in its 
existing use (as opposed to ‘‘developing”’ it further). This is a variety 
of restriction for which compensation was not to be excluded under 
the British 1947 act even after development rights had been national- 
ized and a once-for-all payment of £300 million made. 

There is great significance in the word ‘‘land’’ in the passage 
quoted. Legislation in New South Wales (as in some other Australian 
states) provides that there shall be no compensation for limitation on 
the use of buildings. The difference may not appear great: it might 
be supposed that the use of land could be effectively controlled through 
control of the use of the buildings upon it. Thus if an area is zoned 
for housing under legislation of this kind, it might be thought prac- 
ticable without compensation to prevent the use of any building erected 
on it as a factory, and so, of course, to prevent the use of the land for 
the erection of factories.? However— 


‘‘Land has a free market for ancillary industrial use even if 
buildings may not be erected, for example, for storage, parking 
and so on, and the difference between the value of the land for 
this purpose and the value for residential use will be the subject 
of claim. Ancillary factory use is often equal in value to factory 
building use as it is essential to most factories. Similar principles 
apply to land zoned for other purposes.’’® 


This commentary on the likely position in New South Wales serves 
to stress the unequivocal import of the Victorian acts. In Victoria 
loss of development rights as such brings no claim whatever for 
compensation.® 


7. See Ronald Collier, Compensation and the County of Cumberland 
Plan, Butterworth (Australia), Sydney, 1952, section 67. Evidently, how- 
ever, Mr. Collier did not regard it as certain that compensation could be 
avoided in respect of a restriction on the use of a building not yet erected. 

8. Ibid. Mr. Collier was, of course, writing before any decisions applying 
these principles under the Cumberland Plan had been given by the Land and 
Valuation Court. 

9. The County of Cumberland Planning Scheme Ordinance provides that 
“Land, included in a zone, whether forming the site of a building 
or not, shall not be used for any purpose for which a building in 
the same zone may not be erected or used.” (Part III, 29 (1).) 

Thus Sydney planners cannot choose to have half a loaf free rather than 
pay for a whole one. 

The assessment of compensation for zoning is to be carried out by taking 
market value with zoning from market value without it. Should the provision 
as to land and the provision as to buildings be regarded as one and in- 
divisible? If the intention of the legislature is to be realized, and compen- 
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Similarly, although the collection of ‘‘betterment’’ is mentioned 
in the principal planning act of 1944 as one of the possible objects 
of a planning scheme,’® no attempt is being made to secure it. Better- 
ment may be described as the obverse of injurious affection (or com- 
pensation for it). Thus the nationalization of development rights under 
the British 1947 act was meant to deal with compensation and collec- 
tion of betterment at one stroke. If development is forbidden in area 
A, some or even all of the demand for that area may be ‘‘shifted’’ to 
areas B, C, etc.; the increase in value there is betterment. When com- 
pensation has been paid for loss of development rights in area A it 
will seem particularly unfair that the owners of B, C, ete., should be 
left to the unqualified enjoyment of their betterment; surely they 
should be called on to make a special contribution towards the com- 
pensation with which, in a sense, their betterment was purchased? 
However, assessing betterment is likely to be a much more difficult 
and indefinite task than assessing compensation. Its collection is widely 
—though not by all professional valuers—thought to be impracticable." 
The Victorian policy on compensation takes most of the sting out of 
the problem. 


sation is not to be paid for provisions as to buildings, surely not. Compensa- 
tion based on the use of land for storage, etc., alone ought surely to be 
assessed as if limitations on the use of buildings either had previously come 
into force or else were not being imposed, or perhaps on a compromise 
between the values which the two assumptions would give. If limitations on 
buildings had already come into force, there would presumably have been 
an increase in the amount of land offered for storage, etc., at a given price, 
perhaps a decrease in the local demand (since the use is likely to be ancillary) 
and therefore a fall in market value. Compensation might be paid only in 
respect of the difference between an estimate of this already reduced value 
and the value of the land when zoning had been applied. If limitations on 
buildings were not being imposed, the local demand for land for building 
might well have shown enough elasticity to take the land diverted from 
storage, etc., at a higher price than it would actually fetch under zoning; 
an estimate of this higher price might be used for compensation purposes 
rather than the actual zoned price. 

10. In paragraph 18 of the Schedule: 

“Provision for ascertaining whether and by what amount (if any) 
the value of any land is increased by the planning scheme, the 
levying of a betterment rate for the recovery of one-half of such 
amount and for those purposes applying with any necessary 
adaptations the provisions of any enactments relating to those 
matters.” 

There are clauses authorizing the collection of betterment in the New South 

Wales acts. 

11. At least where zoning and similar restrictions are involved; the 
position may be different for “works”, such as the construction of the Sydney 
Harbour Bridge. Valuation is naturally an approximate matter even where 
something definite and tangible is being valued. 

“Even in a pre-Act valuation of a property, say for sale, a diver- 
gence of up to 15 per cent between the estimates of two valuers 
was no reflection on their competence.” 
Ralph Turvey, “Development Charges and the Compensation-Betterment 
Problem” in Economic Journal, June 1958, Vol. LXIII, p. 308. Cf. also A. J. 
Brown and H. M. Sherrard, Town and Country Planning (Melbourne Uni- 
versity Press, 1951), p. 371. 
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The nature of property is not to be taken for granted: strong 
juristic support can be found for the view that the exclusion of com- 
pensation for loss of development rights is in accordance with English 
Common Law. This opinion is, for example, given in the Uthwatt 
Report published in Britain in 1942.12 For this reason the British 
planning minister, when speaking on the second reading of the 1947 
act, insisted that the £300 million to be paid for the nationalization 
of development rights could not strictly be called ‘‘compensation’’. 

Again, the theory and judgments of the United States courts have 
often been much less tender to the individual owner of private property 
than the practice of Mr. Attlee’s government. The doctrine of ‘‘ police 
power’’, as it is called by American jurists, has been developed so as 
to allow zoning to be carried out with no claims for compensation.” 
No doubt these principles have been the more readily accepted because 
some interests in land have been defended by zoning. 

**Zoning was and is largely justified as a means of maintaining 
or increasing property values; and its most, if not its only, effee- 
tive use lies in preserving the amenities of ‘good-class’ suburbs 
(just like early British planning schemes).’’!4 
What is just to the individual owner depends, as Mr. Attlee and 

his colleagues recognized in proposing to make an ex gratia payment, 
on established expectations. Once there is an established tradition that 
development rights can be limited without compensation, the possibility 
that such a limitation will be placed on a particular block (or that it 
may secure betterment by limitations elsewhere) is simply part of the 
speculativeness of land as an asset, and will be allowed for in the price 
at which it changes hands; there will be injustice, the breach of an 
implied promise by society, only if limitations are imposed maliciously 
or otherwise in bad faith. Even this speculativeness should be largely 
eliminated if the planning authority is working to a scheme which is 
well known to the public. As for the period during which the tradition 
against compensation is being built up, injustice can be alleviated— 
though hardly removed except probably at excessive sacrifice of plan- 
ning aims—by reducing limitations on the development of land which 
is now ‘‘ripe’’ and which has therefore already gone to a big premium. 

In Victoria zoning without compensation was not an entire novelty 

even in 1944. The power to zone districts as residential without com- 


12. Cmd. 6386, para. 32. 

13. The “principle of good neighbourliness” under British statute law 
appears to offer a limited analogy to this application of police power. 

14. Peter Self, “Town Planning in the United States and Britain” in 
Town Planning Review, October 1954, Vol. XXV, p. 174. In Chicago there 
is unofficial collection of betterment; Mr. Self says that “in Chicago, bribery 
seems to be the recognized way of getting a change in the zoning laws”. 
Ibid., p. 168. 
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pensation has existed under the Local Government Acts for more than 
thirty years.’° That it had not slipped the legislative memory was 
shown by the Slum Reclamation and Housing Act of 1938. This act 
empowered the Housing Commission to call on a municipal council to 
prepare a zoning plan, which would, of course, be imposed without 
compensation; if the council defaulted the Commission itself could 
draw up a plan. These powers were removed by the 1944 planning act. 


IV 


The question of distributive justice is only part of the problem 
of planning compensation: perhaps the more important part is the 
question of allocation of resources. 

From this aspect the economist is likely to view the exclusion of 
compensation for loss of development rights with great suspicion. Is 
there not a first presumption that the market value of development 
potentialities indicates in some sense their ‘‘real’’ value as part of 
the productive processes of society? If they are sacrificed in order to 
secure the ends of planning—ends which may of course be economic 
as well as social or esthetic—should not the extent of the sacrifice, 
the magnitude of the opportunity cost, be brought home to the plan- 
ning authority? Is not this best ensured by forcing the authority to 
pay compensation for loss of market value? 

If he turns to the literature of planning, not excluding the Uth- 
watt Report, the professional economist will find a good deal of theoriz- 
ing which is likely to increase his suspicion rather than allay it; much 
of it he will regard as amateur, though perhaps with some contribu- 
tions and inspiration by economists from the days when the concept 
of opportunity cost tended to be obscured by the problem of un- 
employment. 


‘‘Just as we prefer a doctor to understand the working of 
the body and the nature of the disease before he chooses and 
administers medical treatment, so, I believe, must good town 
planning be based on an analysis of divergences between social 
and private costs. Unfortunately, no such Pigovian analysis has 
been made, and all too often the argument in favour of planning 


15. The zoning powers of municipalities under the Local Government 
Acts were increased in 1949, and much zoning is done under these acts 
rather than under the planning legislation. All zoning by-laws are, however, 
examined and reported on by the Town and Country Planning Board set up 
by the 1944 planning act. The New South Wales Local Government Act of 
1919 also conferred the power to proclaim districts as residential without 
compensation; it is not clear how far this power can be used to avoid com- 
pensation under the Cumberland scheme. (Collier, op. cit., section 61.) 
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rests only on the wisdom of hindsight, the disregard of oppor- 

tunity costs and esthetic intolerance.’’!® 

With their doctrines of ‘‘shifting’’ and ‘‘floating’’ value the 
planners often seem to be overstating their case.17 Eager as they are 
to replace the verdict of the market, they do not always seem sound 
on the distinction between ‘‘real’’ and financial considerations. More 
excusably, a legitimate concern with social costs seems sometimes to 
shade into an excessive preoccupation with the costs of local authorities 
and other public bodies: we are offered a municipal apocalypse in 
which low rates figure prominently in the New Jerusalem. More ex- 
eusably still, these writers often introduce at one level of argument 
considerations which economists would prefer to take at separate levels. 

There is, however, some (not un-Pigovian) reason for thinking 
that economists may at first sight exaggerate the opportunity cost of 
suppressing development potentialities in a type of situation with 
which the planner is likely to be much concerned, so that their point 
of view will be unfair to the planning writers or to the Victorian acts. 
In applying the principle of opportunity costs to land it must be 
remembered that the development value of any one block may be due 
almost wholly to the supposition that many other blocks round it are 
going to be developed too. This may in fact be a minor example of 
those cases where the grin takes on a life of its own and the Cheshire 
Cat is reduced to a vestigial appendage. 

Consider an area on the fringe of a large and expanding city, an 
area containing thousands of blocks about to be developed for houses 
and factories. Will not much, perhaps most, of its attraction depend 
on the supposition that shops, sewers, made-up roads, transport ser- 

16. R. Turvey, “Development Changes and the Compensation-Better- 
ment Problem—A Rejoinder” in Economic Journal, June 1954, Vol. LXIV, 
p. 358. Cf. also idem, E.J., June 1953, already quoted, and H. R. Parker and 
D. L. Munby, E.J., March 1954, Vol. LXIV. An example of a professional 
economist showing scant respect for opportunity cost is E. F. Schumacher, 


What Will Planning Mean in Terms of Money? (Architectural Press, Lon- 


don, 1944). Among other things, this pamphlet contains the following curious 
argument: 


“Planning, as such, does not cost anything; its very purpose is to 
save costs... . It may be objected that the collection of knowledge and 
the very exercise of human reason costs time and effort. We can admit 
the point—but it is a petty one. Can we afford the time to study and 
to think? Most people would answer: we cannot any longer afford to do 
so little studying and thinking. And since studying and thinking is in 
itself a worthy and honourable human occupation we may well refuse 
to count the time devoted to it as a ‘cost’. The first demand of the 
‘planner’, therefore, is for more research—a demand forcefully made by 
the Barlow Commission.” 

17. Cf. Brown and Sherrard, op. cit., p. 368. (Italics mine) : 


“Take now the case of the acquisition of an area of land for a park. 
. .. By the creation of the park, and thus the withdrawal of the area 
of the park from use, or possible use, as a building site, there will 
automatically be created a demand for an equivalent building area on 
the outskirts of the city or elsewhere. This demand will result in some 
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vices and so on are available or will be soon? This prospect may well 
be overwhelmingly important compared with any ‘‘natural’’ advan- 
tages, such as soil or even (within a mile or so) distance from the city 
centre.18 Some of the blocks closest to the built-up area may rely 
largely on services and amenities already installed, but most may 
require new ones, and in the absence of planning the spread of new 
services can be expected to proceed with the urban ‘‘sprawl’’. 

The relative development values, in a free market without plan- 
ning, of sites in this area and in one further out are likely to be un- 
related to the comparative cost of providing services in the two areas, 
or to the comparative advantages of living or manufacturing in the 
two areas, given that services are provided. These comparisons will 
not be fed into the free-market mechanism for it to pronounce upon 
—at least in the absence of large estate-development companies on the 
American model. But the value of the prospect of these services can 
(almost by definition if it is overwhelmingly important) largely be 
“‘shifted’’ at a stroke of the planner’s brush. So far as utilities such 
as sewers and roads are concerned, if there are real differences in the 
eost of providing them, the planning authority is likely to be more 
responsive than a free market would be; perhaps indeed, as was just 
suggested, it will be too responsive. 

This argument clearly concerns in particular large interferences 
with the market mechanism. Services and amenities will be less likely 
to be shifted where the amount of development concerned is small, and 
if they are shifted the increase in cost is likely to be relatively greater. 
Thus it appears that small changes may often be proportionately far 
more expensive in real terms than large changes. The argument there- 
fore applies more to zoning than either to the more ‘‘flexible’’ methods 
of limiting development which have been introduced since the war in 
Britain or to the public acquisition below market value of compara- 
tively small areas for schools, ete. It applies far more to the type of 
zoning whose exclusion from compensation has been seen to be a strik- 
ing characteristic of the Victorian acts—the zoning of undeveloped 
land—than to the zoning of built-up areas.!® 

In so far as market value is relied on to bring opportunity cost 





other landowner or owners securing benefit of the ‘building value’ lost 
when the park was created, and which value must correspond in amount 
with the amount paid for the park site, for obviously the creation of 
the park has not caused a loss in the total value of all the land comprised 
within the city, rather it has caused a redistribution of values, and may 
even have tended to enhance the total value of the lands of the city. 
It will be apparent that this must be so, if we imagine all the lands of 
a city and its surroundings to be in one ownership.” 

18. Including, of course, disadvantages for other uses. 

19. There will probably be no compensation for the zoning of built-up 

areas in Britain even under the new arrangements. Cf. footnote 22. 
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home to planning authorities, we must convince ourselves that the 
money likely to be available for planning compensation is as much as 
the community would wish or (we may undemocratically add) would 
wish if it were as wise as we are. 

Expert opinion on the experience of Britain during the ’thirties 
suggests that there, at any rate, sufficient funds were not forthcom- 
ing. This was the central problem to which the Uthwatt Committee 
addressed itself, as a result of the Barlow Commission’s initial concern 
over it.2° Sir George Pepler, formerly President of the Town Plan- 
ning Institute, wrote of this period: 


‘‘The fear of compensation was the chief obstacle in the way 
of sound planning.’”2! 


In a White Paper published in 1952 the Conservative government 
describes how local authorities 


‘were unable, particularly during the period of building boom 
when development values were high, to face the expenditure en- 
tailed by a full exercise of their power to restrict undesirable 
development. How ineffective the control was may be seen—to 
take only one example—in some of the outer suburbs of London, 
stretching over first-class market garden land and irreplaceable 
gravel deposits. ’’2* 


But to quote such opinions is to beg the question—flagrantly, it 
may seem, in view of what was said about the aptitude of planners for 
economic theory. We are assuming that the judgment of these enthu- 
siasts for planning as to what was the right amount of it is preferable 
to the judgment enforced by the market-and-compensation mechanism. 
Self-convicted in this way we had better invite those who require 
further argument to look around them in Britain. We fall back, in 


20. Cmd. 6153, Chapters VIII and IX. 

21. Town and Country Planning Textbook (Architectural Press, Lon- 
don, 1950), p. 459. 

22. Cmd. 8699, para. 3. It may be objected that knowing and admitting 
the difficulties experienced in Britain in the ’thirties, the Churchill govern- 
ment has yet restored compensation for loss of development values. But, 
first, as far as can be judged from the main bill as it was introduced in 
1954, the system now being set up, though it concedes far more compensation 
than the Victorian legislation, often involves extensive disregard of market 
values and opportunity cost through the valuation methods adopted and the 
application of the principle of good neighbourliness; in built-up areas com- 
pensation will, it appears, hardly ever be payable at all. (See Desmond Heap 
in Town and Country Planning, May 1954, Vol. XXIII.) Secondly, what the 
success of the new system will be—to quote The Times—“time alone can 
show”. Thirdly, in Britain planning has acquired a momentum which it has 
not yet acquired in Victoria. Finally, housing development in Victoria today 
has more in common with Britain of the ’thirties than with Britain of the 
fifties, even under a Conservative government. 

The force of the British analogy would be weakened in so far as the 
compensation problem in Britain could be shown to have been due to over- 
valuation of injurious affection and in so far as this difficulty could be 


avoided in Victoria. Cf. Turvey, E.J., June 1953, pp. 302-3, and Munby, op. 
cit., pp. 92-3. 
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other words, on the wisdom of hindsight and esthetic intolerance,”* 
together with some scepticism towards the theory of industrial location. 

In thus adopting to some extent what Mr. Munby has called ‘‘the 
town-planning attitude’’, we may reflect that administrators normally 
live for the day and always consider themselves short of funds. In the 
search for power, glory and rate revenue, as well as under the pressure 
of interested parties, local authorities are likely to favour too much 
rather than too little development. Should not the planning system 
itself, therefore, be such as not to hamper the making of restrictions 
whose value is likely to be most apparent in the long run? 

We may end with a small paradox-cum-platitude. Though in 
practice its exclusion undoubtedly helps the planner, compensation 
for loss of development rights would, if funds could be made available 
to match, favour planning—not only the higher, Pigovian planning 
(if that would be different) but planning as now conceived. Compen- 
sation makes it easier to be firm. Though it is not only in a transitional 
period that this is true, an obvious instance is the gentle treatment 
of ripe land during such a period, mentioned above. However, so far 
as the present is concerned, firmness is less urgently needed even in a 
city the size of Melbourne than in a city the size of London. 

Further, the payment of compensation may have some effects 
favourable to planning on the outlook, not indeed of the planner him- 
self probably, but of a municipal authority and its electorate. Under 
the present system, the Victorian Town and Country Planning Board 
has complained of the frequency with which councils see fit to alter 
their zoning by-laws.24 Similar complaints of excessive variation and 
special exemptions (‘‘spot zoning’’) are heard, with or without allega- 
tions of corruption, in the United States. What has been paid for, one 
may be less inclined (or less able) to give away lightly. This, however, 
is a minor consideration compared with the questions discussed earlier, 
and the practice of the offending Victorian councils will no doubt 
change as public interest in planning grows. 

F. G. Davipson 
University of Melbourne. 


23. Professor Pigou is himself robustly intolerant in these matters: 
“It is as idle to expect a well-planned town to result from the inde- 

pendent activities of isolated speculators as it would be to expect a 

satisfactory picture to result if each separate square inch were painted 

by an independent artist. No ‘invisible hand’ can be relied on to produce 

a good arrangement of the whole from a combination of separate treat- 

ment of the parts.” 

ae Economics of Welfare, Fourth Edition, Macmillan, London, 1946, 

p. 195.) 

24. Cf. Seventh Annual Report, 1951-2, paras. 193-6. 





THE AGGREGATE SUPPLY OF NEW ZEALAND 
FARM PRODUCTS* 


1. Introduction 


A complete agricultural supply model would be defined as a system 
of equations describing the flow of farm products on to the market. 
A statistical model is an approximation to the exact relations we put 
forward in theory, and any single equation we care to consider is an 
abstraction from the general interdependence of the economic system. 
The first source of error lies in the aggregate nature of macro-economics. 
We may expect a reasonable degree of causation between a change in 
price of a single factor or product and the resulting output, but when 
output is an aggregate of many different products, each related to its 
own system of inputs, a certain loss of exactness is inevitable. Second, 
errors of measurement arise where the yearly definition of variables 
is made on an arbitrary basis. Farm output and certain seasonal farm 
inputs, being governed by regular patterns of biological growth, lend 
themselves to independent yearly observation, but in the case of a 
price series there may be no clear demarcation between two successive 
periods of measurement. The use of time series introduces a further 
error in that the population being sampled may also be subject to 
change. In particular, it is difficult to allow for the effect of changing 
techniques over a period of time. 

The approximate nature of our equations is recognized by the 
introduction of a stochastic variable to take care of ‘‘unexplainable”’ 
variation, whether it arises from inaccurate measurement of a single 
variable or from the neglect of an important determining variable. 
The effect of changes in technology can be allowed for by introducing 
a linear time variable. This implies a constant rate of change only 
and, as such, may act as a catch-all for all sorts of temporary and 
permanent influences. On the other hand some form of transformation 
of the variables may overcome this problem. 

The final form of our model is not defined in any precise way, 
as a number of different lagged values of the independent variables 
may operate at different times and places. Hence the procedure fol- 
lowed in this article represents a course of trial and error rather 
than the measurement of fairly rigorously defined postulates. The fol- 
lowing section is a brief review of statistical methodology related 
to single equations, followed by estimates of the supply parameters 
obtained. 


* The latter part of the work involved in this analysis was carried out 
while the author was supported by a New Zealand University Research 
Grant. He wishes to acknowledge the considerable help and advice he has 
received from Dr. H. B. Low, Mr. G. P. Braae, and Professor C. G. F. Simkin. 
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2. Statistical Problems 


If we are to apply tests of significance to parameters estimated 
by the method of least squares we require the error terms of the re- 
gression equation to be random and normally distributed. The presence 
of a systematic element in the residuals (serial correlation) will mean 
that the error terms fail to meet the assumption of independence. The 
problem may sometimes be overcome, however, by the use of first 
differences of the original values, as suggested by Cochrane and 
Oreutt.! Testing the residuals so obtained can be carried out with the 
Von Neumann ratio,? or with the distribution prepared by Durbin 
and Watson’ for a model with the error term randomly distributed. 

Further, the presence of more than one independent linear re- 
lationship between the determining variables in the regression equation 
(multicollinearity) may lead to uncertain regression coefficients.4 As 
we are more interested in the structural relationships than prediction, 
this consideration is most important. Where the variables are subject 
to errors of measurement (as is usual) the position is particularly 
acute, as any regression coefficients obtained will measure partly or 
wholly the influence of random error terms in the direction in which 
an actual linear relationship exists. They will be further distorted, of 
course, if we do not correct for serial correlation. As Stone points out, 
this situation is not necessarily reflected in the standard errors of the 
regression coefficients. An indication that such a relationship is present 
is given by unstable or changing partial regression coefficients when 
a new variable is added. In the following analysis, some general hypo- 
theses are first tested without examining the data for multicollinearity, 
but the final results are based on an equation selected by means of 
confluence analysis. 

The problem of the errors has already been outlined. Those arising 
in the process of collection and classification represent the lack of 
accurate measurement of well-known economic quantities; such errors 
are increased, of course, when we are forced to rely on substitute 
criteria. Errors of the equation arise out of the failure to find a com- 
plete explanation for the variation of the dependent variable from 


1. D. Cochrane and G. H. Orcutt: “Application of Least Squares Re- 
gression to Relationships containing Auto-correlated Error Terms”, in Jour- 
nal of the American Statistical Association, XLIV, 1949, p. 32. 

2. J. Von Neumann: “Distribution of the Ratio of the Mean Successive 
Difference to the Variance’, in Annals of Mathematical Statistics, XII, p. 
367 (1941). 

3. J. Durbin and G. S. Watson: “Testing for Serial Correlation in Least 
Squares Regression” in Biometrika, XX XVIII, 1951, p. 161. 

4. J. Tinbergen: Econometrics, 1951, p. 78. 

5. D. Cochrane: “The Measurement of Economic Relationships”, in 
Economic Record, XXV, 1949, p. 7. 

6. R. Stone: “The Analysis of Market Demand”, in Journal of Royal 
Statistical Society, CVIII, 1945, p. 297. 
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its mean. There may be the possibility that an explanatory variable 
has been neglected, or the lack of complete explanation may be attri- 
buted to variables which do not have a constant effect over the period, 
or to those variables which we know have certain causal relations with 
the dependent variable but do not yield to statistical measurement.’ 

The problem of identifying either a demand or a supply relation- 
ship does not arise as current prices are not related to production in 
the analysis. All the determining variables are fitted with lags corre- 
sponding to the known production period as closely as the data permits 
with the exception of ‘‘current’’ rainfall. 

Apart from statistical requirements, the economic meaning of 
our data is most closely approximated by the use of a logarithmic 
transformation. Thus in the equations which follow, the regression 
coefficients measure elasticities directly, i.e. they indicate the percen- 
tage change in output, which will, on average, result from a 1 per 
cent increase in the input of various factors. The regression model 
has the general form: 


(log Xie — log Xit—-1) = K + by2(log Xo¢ — log Xa4—-1) 
+ bi3 (log X3_ — log Xst—-1) + Ut 

where Xj; is the dependent variable in period t, 

Xor, X3_ the independent variables in period t, 

Xit—-1, Xor—1, Xst—-1 the corresponding values in period t—1, 

bio, big the regression coefficients calculated from the the first 

differences of logs. 
K a constant, 
and U; a random error term of zero mean and finite variance. 
We may conclude this section with some comments on the selection 

of variables for the final supply equation. However many relationships 
we postulate in theory it is almost certain that with such short time 
series as in general are available, the number of significant relation- 
ships in the statistical sense will be somewhat limited. Thus some 
process of selection is inferred in many cases without any actual 
statement to that effect. The method used in the present work is the 
ordinary 5 per cent fiducial limit. A considerable number of different 
factors which might influence the supply of farm products were thus 
tested by simple and multiple correlation to determine where the 
greatest degree of causation appeared to lie. 


3. A New Zealand Supply Equation 


The final results of this selection process in original logarithms 
and first differences of logarithms are given in Table I. The variable 


7. These definitions follow Stone, op. cit., pp. 302-3, and Tintner: 
Econometrics, 1952, pp. 28, 85. 
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X, denotes the complete New Zealand index for the volume of farm 
production. ‘‘For the compilation of these index numbers,’’ says the 
Government Statistician, ‘‘a computation has been made for each 
of the seasons 1928-9 to 1949-50 showing what the annual aggregate 
value would have been had 1938-9 prices been constant throughout 
the period. From the resultant aggregates index numbers have been 
compiled which measure the movements in the volume of production ; 
for since prices were assumed to be constant, volume is the only 
variable factor in the aggregates.’’ 

X2 is an index of climatic changes. In fact, it represents the total 
rainfall for the months January, February and March for each year 
as measured at Ruakura Animal Research Station, near Hamilton, 
North Island. There are obvious difficulties in obtaining a suitable 
index for the whole of New Zealand. 

X3 denotes the area of hay and ensilage saved by New Zealand 
farmers in the previous year, t—1.8 


TABLE I 


New Zealand Farm Supply Equations 1928-50 showing 
Partial Regression Coefficients, Multiple Determination, 
and Test for Serial Correlation 


(See Figure I) 


Rainfall Hay and Silage R? “q” 
CPR) ees ek 0:1630 0:5422 0:7765 1-020 
CREED 68 Ss 0:4996 0:2212 0:4662 2-295 


+0°1604 +0-0761 


a. Original logarithm transformation. 
b. First difference transformation of logarithms. 


In this investigation first difference transformations are used 
throughout because it has been found that this method often effectively 
overcomes the problem of serial correlation and does so here as the 
table shows. The equations show that a considerable proportion of 
the year-to-year variation in New Zealand farm production can be 


8. The volume of farm production series is published annually in the 
New Zealand Official Year Book. Details of rainfall are published in the 
New Zealand Gazette. Area cut for hay or silage and area top-dressed every 
year are found in New Zealand Agricultural and Pastoral Statistics. 

9. J. Durbin and G. S. Watson: Op. cit. Having taken first differences 
we are testing for negative serial correlation in residuals and hence the 
appropriate test is for the value 4—d which is in this case 1-71. Since the 
significant upper limit (5 per cent) for twenty-one items and two indepen- 
dent variables is 1-54 we conclude there is no evidence of a significant amount 
of serial correlation in the residuals. The expected value is 2-10. 

10. W. M. Hamilton: “Topdressing and Provision of Winter Feed in 
Relation to Dairy Production”, in N.Z. Journal of Science and Technology, 
XXVIA, 1944-5, p. 24. 
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explained by these two measures of climatic influences. The particular 
relationship of previous year’s crop of hay and ensilage was first 
isolated by Hamilton!® when considering factors affecting New Zealand 
dairy production; he attributed the association to the better feeding 
of cows that would result in the intervening winter. But as the hay 
and ensilage variable is associated with movements in rainfall in the 
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FIGuRE I 
Distribution of Error Variance from Regression of Climatic Factors 
on New Zealand Farm Output. 
The two distributions are not comparable for individual years. 
(a) Logs of original variables, “d” = 1-020. 
(b) First differences of logs, “d” = 2-295. 


same season (r = 0°57) the feeding factor should be interpreted as 
a method of transferring the climatic effect from one season to the 
next. In this particular relation the above transfer effect can be 
measured with approximately the same accuracy (R* = 0-4492) by 
substituting a lagged value of rainfall for hay and ensilage in equa- 
tion (1‘1b). In the remainder of the analysis, however, hay and 
ensilage makes an independent contribution to the explanation of 
variations in output. 
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TABLE ITI 
Partial Regression Coefficients and Multiple Determinations 


for Regression of Price and Climatic Effects on New Zealand 
Volume of Farm Production 


First differences of Logarithms. N = 21. (1928-50) 








and Area 
Rainfall Eavilape Prices: Prices: T.-Dressed R2 
bist bis} bu bis dis 
(1.2) 0-5007 0:°2231 0:0078 0°4706 
(0:0744) 
(1.2a) 0-4933 0:2478 0:0998 0:5128 
’ (0:0783) 
(1.3)  0°4959 0: 2049 —0:-0741 0:4976 
(0:0941) 
(13a) 0°4935 0:2135 —0-1251 0:5463 
(0:0721) 
(1.4) 0°4365 0:2081 —0-0478 0-1212 0-5032 
(0-0901) (0-1041) 
(14a) 0-4768 0:2427 0:0818 0:0376 0:°5165 
(0:0831) (0:0940) 
(1.5) 0°4329 0:°1963 —0°1081 0:1310 0°5541 
(0-0858) (0:0919) 
(1.5a) 0°4284 0:2104 —0:°1554* 0-1359 0-6097 


(0:0714) (0°0844) 

(1.6) 0-4209 0:1900 —0-:0279 —0-1041 0-1490 0-5570 
(0:0891) (0:0771) (0-1108) 

(1.6a) 0°4487 0: 2365 0:0972 —0-1618* 0:0786 0: 6406 
(0:0856) (0:0711) (0-0977) 





(a) Deflated estimates. Export Price Series deflated by Farm Expendi- 
ture Index. 

* Significant at 5 per cent level. 

y It is assumed that by and bs are significant in these equations. 


We can now introduce the economic question of whether, having 
corrected approximately for climatic influences, we ean isolate a 
systematic price element in the production series. Five equations are 
presented in Table II; each being estimated with deflated prices as 
well as with actual prices. A further variable, area of pasture top- 
dressed with superphosphate and/or lime for the whole of New Zealand, 
is also introduced.!! 


11. Over the period 1928-50 the correlation of first differences between 
nominal export prices in period t—1 and top-dressing in period t was 0-53, 
and that of the deflated series with the same lag was 0-52. In the period t—2 
the corresponding figures were 0:31 and 0:25 respectively. Owing to these 
relationships the top-dressing variable in the equations is non-significant. 











THE ECONOMIC RECORD 


X4 is Export Prices in the year ended 30th June t—1. 
X; is Export Prices in the year ended 30th June t—2. 


X¢ is the area top-dressed in the January year, 3 

As might be expected from the coefficients of determination in 
Table I, the use of the first difference transformation in Table IT has 
resulted in fairly large errors of the equation in each case. This is partly 
explained by the lack of suitable variables besides those considered, 
but must largely be attributed to the use of the first difference trans- 
formation with a variable, namely, rainfall, which is particularly 
subject to errors of measurement. 

The addition of one or other of the price variables by itself 
appears to add very little to the variance explained in equation (1.1b). 
The deflated series might be said to be the more significant of the two, 
but at such low levels of significance that a conclusion is exceedingly 
tentative. This result is corroborated, however, by the improvement in 
the explanation when top-dressing is introduced.!! The two-year re- 
sponse also shows out more clearly. It will be noted that the deflated 
bis is significant at the 5 per cent level in equations (1.5a) and (1.6a) 
while b;4 and by. are not. Such a relationship is rather suspect from 
the statistical point of view, for with successive manipulations of such 
a short series, we can expect sooner or later a significant relation at 
the 5 per cent level to turn up purely by chance. There is also the 
problem of multicollinearity to be taken into account. We propose 
to deal with it below. 

Our preliminary conclusion, at this stage, is that we have failed 
to isolate any real price influences in the farm production series. We 
have only a negative indication that the supply function of New 
Zealand agriculture is highly inelastic. In other words, not only is the 
supply of farm products independent of the current market situation, 
but it also tends to be independent even of previous market situations. 


4. A Waikato Supply Equation 


To measure more accurately the effect of the seasonal variables 
used, especially X»2, Ruakura rainfall, the field of investigation was 
narrowed down to the Waikato area itself. This area is predominantly 
dairying, so that the dependent variable ‘‘butterfat supplied to fac- 
tories’’!? may be expected to be directly related to climatic variations. 
Data for the other independent variable, crop of hay and ensilage 

12. This information was specially extracted from the records of the 
Census and Statistics Department, Wellington. The author wishes to thank 
the Government Statistician (Mr. G. E. Wood) for allowing him access to 


these confidential records. A certain error exists in the data as the factory 
returns are collected for the year ending March 31. 
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saved, also relate to this area.1 It was possible in this case to extend the 
analysis to cover the thirty-three years from 1918 to 1951. 
The variables are, finally: 


X, = Butterfat supplied to Waikato factories, 

X- = Ruakura rainfall, 

X3 = Hay and ensilage saved in Waikato from the previous 
season, 

X,4 = Factory payout during the previous season.'4 


Two equations in first differences of logarithms follow: 


(3.1) X,;=K+1-4068 X2 + 0-3818 X5 R? = 0-6537 
(0-2748)  (0-0951) 


(3.2) X,—=K + 1:2855 X_ + 0°3753 X3 + 0°1011 X4; R* = 0-6619 
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Normalized Regression Slopes, Waikato Supply Function, 1918-52 


The marked effect of variations in summer rainfall on dairy pro- 
duction in the Waikato is clearly brought out. Since one-third of the 
total cows in milk in New Zealand are in this area, the variation in 


13. The hay and ensilage and top-dressing data were extracted from 
the agricultural and pastoral statistics for the region which was thought 
to supply butterfat to the factories selected in (12) and which also had some 
climatic kinship with Ruakura. The counties covered are Manakau, Franklin, 
Raglan, Waikato, Thames, Hauraki, Ohinemuri, Matamata, Piako, Waipa 
and Otorohanga. 

14. Average payout by dairy companies for butterfat for butter. N.Z. 
Dairy Board Report, 1948-9, p. 8. 
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summer rainfall at Ruakura will have a reasonably strong influence 
on total butterfat for New Zealand, and even on aggregate farm output, | rest 

The normalized regression slopes are set out in diagram I. The § IIs 
set (123) is given in equation (3.1). The addition of price in (1234) 3, 4 
(equation 3.2) indicates that the resulting equation is multicollinear, desi 
We are not in a position therefore to use any price elasticity so ob- — has 
tained for policy purposes, as it must necessarily be influenced by the [pro 
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DIAGRAM II 
Normalized Regression Slopes, Waikato Supply Function, 1926-52 
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Since top-dressing data has only been collected from 1926, the 
rest of this analysis is restricted to the 26-year period 1926-52. Diagram 
II sets out the results of the confluence analysis. The subscripts 1, 2, 
3, 4, remain the same as in the 33-year analysis, top-dressing being 
designated X; in this case. The number of different price situations 
has been narrowed down to the single relationship which looked most 
promising so as to keep the computations within reasonable bounds. 
Possible equations are presented in Table ITI. 


TasBeE IIT 


Waikato Regression Coefficients and Multiple Determinations, 
1926-52 


First differences of Logarithms 








Hay and Price Top- 
Rainfall Silage (t—1) dressing R2 
bis bis bu bis 
SS). ws «. See 0:2750 0:5082 
(0:2877) (0°1053) 
ea). ss «o> Ee 0: 2633 0:3740 0:6073 
(0°2652) (0:0966) (0:1625) 
(835) . .. .. 1°2053 0:2351 —0:°1828 0:6490 
(0-1185) 
66) <. w. <e EeZGSe 0:2607 —0-1000 0:5216 
(0:1304) 
ee 0:1872 —0-1256 0:5052 0:2679 
(0:1662) 
el «+ ae aa ee —0-2387 0:4792 0:5424 
(0:1334) 





From Diagram II, however, we see that not all of the above equa- 
tions are acceptable owing to a suspicion of multicollinearity. The only 
consistent three-set is (123) and as the higher sets are not satisfactory 
we are forced back to the same group of variables in equation 1.1b 
of Table I. 

5. Discussion 


This last result indicates that yearly variations in the supply of 
butterfat are more related to climatic changes than to changes in price 
the preceding year. Although the Waikato basin is not entirely given 
over to dairy production (the ratio of milking cows to sheep is 1: 2:9) 
the lack of price responses suggests that butterfat output tends to 
behave like an aggregate itself, rather than as a price-sensitive com- 
ponent of the national aggregate. The reason for this lies, of course, 
in the immense natural advantages that this grassland dairying pattern 
has over other possible alternatives at present-day prices. 
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In general the failure to isolate some chain of causation between 
changes in price and subsequent changes in output supports the hypo- 
thesis that dairy output can be regarded as an autonomous variable 
in any future New Zealand studies in econometrics. Clearly some other 
types of farm production than dairying may still remain exceedingly 
sensitive to market changes and in such eases could not be regarded 
as wholly predetermined. 

The low values obtained for the partial regression coefficients of 
price on production at least indicate that the one-year supply curve 
of agriculture is nearly vertical and that in some periods of years it 
leans somewhat to the left and in others somewhat to the right. The 
positive slope of dairy output for 1919-52 is a reflection of rapid de- 
velopment in the early ’twenties when, by and large, prices were also 
favourable. The negative slope for 1926-52 is a reflection, on the other 
hand, of the depression when marked climatic rises in butterfat pro- 
duction were associated with unfavourable movements in prices. Since 
1940, the slope has undoubtedly moved over to the right again. These 
conclusions fit quite satisfactorily into some of the recently published 
work of W. W. Cochrane in the U.S.A. 

The mechanism by which farmers adjust production requires some 
comment. Changes in price may have two effects which, in a single 
product type of farm such as a dairy farm, tend to counteract one 
another. Higher prices may tend to increase marginal inputs in accor- 
dance with marginal productivity theory but, at the same time, the 
higher income reduces pressure upon the farmer and probably causes 
him to take some of his increased real income in the form of leisure. 

Finally the period of years selected must influence the resulting 
regression. Since 1918 there have been so many and so marked tech- 
nological and economic changes in the population we have been measur- 
ing that any assumption of a homogeneous or stable economic structure 
is almost certainly wrong. These considerations point to the analysis 
of a reasonably short period of time, certainly much shorter than that 
strictly required for a time series analysis. In the long run increases 
in farm output are dependent on the direct adoption of new techniques 
whatever the particular stimulus for such changes happens to be. 


3 R. W. M. Jounson 
Massey Agricultural College. 


15. W. W. Cochrane: “An Analysis of Farm Price Behaviour”, in 
Pennsylvania State College, Progress Report, No. 50. 
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THE IMPACT OF ELECTRICITY 
1. Introduction 


During the last half century a factor of increasing importance 
has been the continual growth in the utilization of electricity in prac- 
tically all fields of economic and social activity, with the result that 
today special emphasis is given to its development as the basis for 
achieving higher levels of productivity and real income. The signifi- 
eance of this point is clearly demonstrated by the fact that, in Australia 
in 1953-4, approximately 21 per cent of total public authority expen- 
diture on new works and maintenance was directed to electric power 
development compared with about 10:8 per cent in 1938-9.1 It is also 
of interest that, up till 30th June 1954, $509 million, or 37 per cent, 
of the total loans of $1,377 million granted to various countries by the 
International Bank for Reconstruction and Development for develop- 
mental purposes, had been made for the exploitation of electric power 
resources.2 These high proportions reflect the vital role electricity has 
come to play in modern civilization. 

It is the aim of this article to examine this role of electricity and 
to note some of the technological and social changes which it has 
assisted or entirely made possible. A particular difficulty, however, 
is to find suitable measures which reveal the true impact of electricity 
in different fields of activity and in its role as a continuing innovation. 
Official statistics contain a number of items which mark the aggregate 
growth of the electric power supply industry from its infaney. For 
example, it is shown that the quantity of electricity generated in Aus- 
tralia has risen from 172 million kilowatt-hours (or units) in 1910 
to 13,622 million in 1953-4, an increase over this period from 39 units 
per head of mean population to 1,530 units.* Other statistics quoted 
later will demonstrate aspects of the nature and extent of the impact 

1. Derived from statistics supplied by the Commonwealth Bureau of 
Census and Statistics and from Commonwealth of Australia, National Income 
and Expenditure, 1953-4, Appendix, Table X. The figures exclude expendi- 
ture on electric power development and maintenance by private supply 
authorities. However, this omission is not important since its inclusion would 
probably add less than 1 per cent to the proportion in 1938-9, and consider- 
ably less in 1953-4 due to the almost complete public ownership of the elec- 
tricity supply industry today. 

2. See International Bank for Reconstruction and Development, Ninth 
Annual Report, 1953-4, p. 12. The proportion for electric power development 
is the highest for any individual purpose, the next being transport with 
$397 million, or 29 per cent. 

3. Sources: Commonwealth Secondary Industries Bulletin No. 46, Table 
No. 73; Commonwealth Demography Bulletin No. 67, Table No. 121; Com- 
monwealth Monthly Bulletin of Production Statistics No. 72, p. 4, and Com- 


monwealth Bureau of Census and Statistics. (Statistics of the quantity of 
electricity generated in Australia are not available before 1910.) 
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of electricity. But, in a number of respects, suitable statistical measures 
are not available.4 Nevertheless, as John M. Blair has noted, ‘‘. . . while 
we cannot measure the changes, we can gain some insight into their 
general character and significance through descriptive analysis—which 
must therefore be the form in which most of the factual material in 
this paper is presented.’’> 


2. In Secondary Industry 


(a) Growth of Mechamzation and the Use of Electric Motors® 
Electricity was at first used primarily for lighting, and continued 
to be so used in Australia until late in 1910, when its application for 
power became relatively more important. Previously, steam was the 
main source of industrial power, as shown for New South Wales in 
Table I. During the latter half of the nineteenth century, utilization 
of mechanical energy slowly spread to more and more factories and, 
by 1901, 58 per cent of those in New South Wales were using some 
power-driven machinery.’ A similar position existed in each State of 
Australia. The proportion employing power continued to grow, and 
today, as is well known, it is used in practically all factories.2 A fact 
of notable significance, however, is that the general adoption of mech- 
anization revealed a distinct preference for the electric motor prac- 
tically from the time it first became available. This is clearly reflected 
in Tables I and II.° The former shows that, in factories in N.S.W., 
the horse-power of electric motors as a proportion of total horse-power 
of engines and motors has grown from 1 per cent in 1901 to 79 per cent 


4. See for example footnote 9 (2). ; 

5. John M. Blair, “Does Large-scale Enterprise Result in Lower Costs? 
—Technology and Size”, American Economic Review, May 1948, p. 122. 

6. In this paper, statistics relating to the horse-power of engines and 
electric motors installed in factories exclude the following undertakings: 


(1) 1901 to 1935-6, electric light and power and gas; 
(2) 1936-7 to 1952-3, electric light and power. 
See also footnote (a) to Tables I and II. 


7. See The Official Year Book of New South Wales, 1939-40, p. 937. 

8. The proportion for Australia has been above 90 per cent since 1930. 
It is now about 99 per cent. See Official Year Books of the Commonwealth 
of Australia. 

9. (1) Statistics of the horse-power of electric motors and mechanical 
power in factories for Australia are not available before 1936-7. However, 
the relative picture for N.S.W. presented in Tables I and II is typical of the 
history of industrial power in each State. 


(2) An important aspect which should not be overlooked in tables of 
this nature but for which an adequate statistical measure is usually not 
available is the favourable effects of new and improved methods of produc- 
tion adopted over the years and involving capital expenditure of the “deepen- 
ing” type. This is especially important in Table II since the rise in the pro- 
ductive efficiency of the electric motor and the machinery it operates has 
meant a growth in real output irrespective of that accruing from the rela- 
tively higher lev.’ of mechanization shown in the table. 
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in 1952-3, whereas, over the same period, the proportion of steam 
engines has fallen from 95 to 12 per cent of the total.!° In brief, elec- 
tricity had become the chief industrial power by the early ’twenties 
and, wherever available, was preferred to steam and gas.!4 Gas, as a 
motive power, gained a little during the early years of this century, 
but has since been gradually superseded and, as Table I indicates, 
now comprises an insignificant proportion of total factory engines. 
The table also reveals that the use of oil engines was not really impor- 
tant until after 1948-9, when the shortage of electric power generating 
equipment relative to current demand and the consequent rationing 


TABLE lI 


Horse-power of Electric Motors and Mechanical Power 
in Factories in New South Wales‘) 














Year Motors Mechanical Power Total 
Driven by Horse- 
Bloctricity Steam Ou Gas Water ha 
Horse- Per Horse- Per Horse- Per Horse- Per Horse- 
power Cent power Cent power Cent power Cent power 
000 000 7000 7000 7000 7000 
(b) (b) (b) (b) (b) (b) 
1901 eo f 34:7 95 a a 1:5 4 0-1 36:6 
1911 20:6 22 59-5 65 11 1 10-8 12 0-1 92-1 
1920-1 .. 99-1 50 86:8 44 a3 & F608 .G —_ 197-5 
1928-9 .. 215-5 70 80-1 26 cL on 72 = 6@2 310-1 
1935-6 .. 329-6 76 85:7 20 11-5 38 3-7 1 O-1 430-6 
1986-7 .. 404-2 71 145-6 25 15:2 3 5-2 1 0:3 570-5 
1938-9 .. 560:7 74 178-9 23 18-7 2 49 1 0-4 763-6 
1945-6 .. 848-6 82 161°5 16 20-5 2 3-2 — 0-1 1033-9 
1948-9 .. 1042-1 83 171:8 14 37:5 3 2:9 — O-1 1254-4 
1951-2 .. 1281:9 78 184-4 12 164-4 10 2:6 — 0-4 = 1583-7 
1952-3 .. 1278-5 79 195-3 12 188-4 9 1:5 — 0-5 1614-2 





(a) 1901 to 1935-6 equals average used in factories, excluding electric 
light and power and gas; 1936-7 to 1952-3 equals ordinarily in use, excluding 
electric light and power. 

(b) 1901 to 1935-6, The Official Year Book of New South Wales, 1936-7, 
p. 598, and New South Wales Statistical Registers for adjustments to totals 
from 1901 to 1928-9, in order to exclude only electric light and power and 
gas. 1936-7 to 1952-3, New South Wales Statistical Register, 1949-50, p. 151, 
and New South Wales Bureau of Statistics and Economics. 

10. The marked decrease in the use of steam in individual factories in 
favour of electricity does not mean that steam power itself has declined in 
economic importance to a highly industrialized country. Rather there has 
been a change in its location from many widely scattered independent units 
to a concentration within large central steam power stations where steam 
turbines generate the electricity for transmission to the factories to perform, 
via electric motors, the function of providing the mechanical power which 
steam originally provided direct. 

11. The same was true where water power was used in factories. In 
N.S.W., however, as shown in Table I, and similarly for Australia, the 
employment of water to provide direct mechanical power has never been 
important. 
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of electricity encouraged quite a number of firms to install oil engines 
and thereby to maintain production. The recent improvement in 
generating capacity has, however, caused an absolute and relative 
decline in the quantity of oil engines in use, a trend which can be 
expected to continue. 

Table II reveals not only a large relative growth in mechanization 
but the considerable extent to which this expansion has been based 
on electric power. The figures indicate that, from 1936-7 to 1952-3, 
the average horse-power of electric motors per factory employee rose 
by 74 per cent whilst mechanical power increased by only 10 per cent. 


TABLE II 


Average Horse-power of Electric Motors and Mechanical Power 
per Factory Employee in New South Wales 











Year Factory Electric Motors Mechanical Power 
Employees 

Horse- Average Horse- Average 
power per power per 

7000 7000 Factory 7000 Factory 

(a) (b) Employee (b) Employee 
re TR eG 65-2 st a 36-3 0-56 
|S EN aero amma 106-7 20-6 0-19 71-5 0-67 
1920-1 5) een abe 136-0(¢) 99-1 0-73 98-4 0-72 
1928-9 ee er 176-9 215-5 1-22 94-6 0-53 
1936-7 get Ga 206-5 404-2 1-96 166-3 0-81 
1938-9 gev Se es 226-7 560-7 2:47 202-9 0-90 
1945-6 Beh hie amid 3808-0 848-6 2:76 185-3 0-60 
1948-9 ee eee eile 374-5 1042-1 2-78 212-3 0-57 
1952-3 Sette scat eu 375-4 1278°-5 3:41 335-7 0-89 





(a) Commonwealth Production Bulletins and Commonwealth Secondary 
Industries Bulletins, with totals adjusted as follows: 1901 to 1928-9 excluding 


electric light and power and gas; 1936-7 to 1952-3 excluding electric light 
and power. 


(b) Adapted from Table I. 
(c) Approximate. 


There would probably have been a relative decline in the employment 
of mechanical power during this period, had the abnormal increase 
in the use of oil engines noted above not occurred. In fact, up to 1948-9, 


the average horse-power of mechanical power per factory employee 
had declined to 0°57. 


(b) Advantages of Electric Power 


The advantages of electric power can be well appreciated from 
a study of the gains which have accrued, firstly, from its use in place 
of other industrial power, and, secondly, from its application to an 
increasing ‘range of processes, including new products and new 


12. In the following, particular reference is made to the steam engine 
since it is this power which electricity has primarily supplanted as the chief 
form of industrial power. However, the analysis applies equally to oil, gas, 
and water engines generating mechanical power in a factory. 
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methods of production, quite a number of which have been entirely 
made possible by electricity. Prior to the advent of purchased elec- 
tricity, the quantity of mechanical energy which could economically 
be employed in many factories, especially the smaller ones, was limited. 
This arose largely from the immobility and inflexibility of steam power 
which cannot be ‘‘ broken up’’ and sent out to the workers. In contrast, 
electricity can be transmitted in the quantity the worker requires, 
where he requires it, and at the time he requires it, whether he be 
located near or at a great distance from the power station. It is from 
this flexibility and mobility that spring the chief advantages of electric 
power. 

It was the centralizing effect of steam which contributed con- 
siderably to its obsolescence as the principal industrial power. The 
steam engine drove the central shaft which was suspended from the 
ceiling and to which were attached pulleys, belts, and driving straps, 
whereby the various machines were operated. By its very nature, there- 
fore, steam made it necessary for workers to be gathered within as 
small a space as possible in order to obtain the greatest gain from the 
available mechanical power. The result was generally cramped con- 
ditions and many such factories became ‘‘sweat-shops’’, since ventila- 
tion was usually poor, as also was the lighting, which was clouded 
out by the forest of overhead shafting, pulleys, and belts. Moreover, 
the many moving parts which could not be satisfactorily guarded were 
a continual source of danger to the operators and dampened their 
morale. Under the circumstances a high accident rate was not un- 
common. 

These factory conditions and the associated economic and social 
life have undergone a revolutionary change through the decentralizing 
effects of electricity. No longer are ‘‘heavy industries . . . compelled 
to settle close to the mine itself, or to cheap means of transportation 

..’13 as occurred in England during the era of steam power. With 
power itself now being ‘‘free’’ to be transmitted where required, other 
locational determinants of secondary industry acquire greater force. 
This matter is examined further shortly. 

Within each establishment, electrictiy has transformed the con- 
ditions that developed in the ‘‘paleotechnie phase’’ during which the 
factory was by necessity designed to the needs of the source of power 
and only secondarily to that of the nature of production. With elec- 
tricity, power is not the master but the servant; this change was 
especially striking in the potential a flexible and mobile power gave 
to the design of factories through the ability to locate each machine 
where it was wanted and to provide it with an individual electric 

13. Lewis Mumford, Technics and Civilization (George Routledge & 


Sons, Sixth Impression, 1947), p. 222. 
Cc 
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motor. This permits the most efficient utilization of floor space and 
flow of the product through the various stages of manufacture. ‘‘The 
installation of motors . . . opened the way for the rearrangement of 
machines in functional units without regard for the shafts and aisles 
of the old-fashioned factory: each unit could work at its own rate of 
speed, and start and stop to suit its own needs, without power losses 
through the operation of the plant as a whole.’’!4 Furthermore, an 
individual motor can be placed near or even attached to the machine 
it operates, resulting in much less belting, a feature which, apart from 
lower maintenance costs, has ensured greater safety since the position 
of each motor and the short driving strap to the machine can be ade- 
quately guarded. The resultant increase in productivity and social 
welfare arising from the greater safety and improved working con- 
ditions, and from the greater specialization of resources, ease of con- 
trol, and regularity of production, has been appreciable. 

The changeover to electricity by factories established on other 
power has usually been made very soon after an adequate supply has 
become available. Moreover, as far as Australia is concerned in this 
respect, it is important to note that industrial growth has been rela- 
tively recent, the greater part having taken place concurrently with 
the growth and development of electricity supply.!® This together with 
the fact that a large proportion of Australia’s industries is concen- 
trated within the metropolitan area of each State or in large industrial 
centres (such as Newcastle, Wollongong, and Geelong) in each case 
amply served with electricity from an early date, have meant that in 
the majority of factories electric power has always been used and 
therefore these enterprises benefited at their inception from its inherent 
advantages. In the case of factories located in rural areas of Australia, 
practically all now employ electricity, and many of them on a large 
and increasing scale, since a noteworthy feature of the post-war period 
has been the provision of an ample supply of electricity in districts 
which were previously inadequately served. This has been especially 
so where extensions from major central power stations have replaced 
the supply of small local undertakings operating on a limited basis. 
This development has enabled and encouraged existing local enter- 
prises which process primary products to electrify their works. At the 
same time an ample supply of electricity promotes decentralization 
through enabling the establishment and expansion of many of these 

14. Ibid., p. 224. See also Blair, loc. cit., p. 131. 

15. For instance, in Victoria, where the proportion of the population 
employed in factories has generally been higher than in any other State of 
Australia, 6-1 per cent of the population were engaged in factories in 1903, 
compared with 5 per cent for the whole of Australia. In 1928-9, the respective 
proportions had grown to 8-8 and 7 per cent, in 1938-9 to 10-8 and 8-2 per 
cent, and in 1952-3 to 13-2 and 10-7 per cent. (See Official Year Books of 


the Commonwealth of Australia and Commonwealth Secondary Industries 
Bulletins.) 
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firms on an economic basis at the source of the raw material. It has 
also facilitated the adoption of a wider range of activities by estab- 
lished undertakings; for example, many country garages have become 
small engineering work-shops, where maintenance and repairs to heavy 
farming equipment are performed such as to tractors and tractor 
implements. These and other small firms, regardless of their size and 
location, have gained from the technological benefits of various elec- 
trical apparatus, especially the electric motor and the wide range of 
machines, small and large, it can operate. And, as Mumford points out, 
‘*. . . the efficiency of small units worked by electric motors . . . has 
given small-scale industry a new lease on life: on a purely technical 
basis it can, for the first time since the introduction of the steam engine, 
compete on even terms with the larger unit’’.16 


(c) Influence of the Cost of Electricity on Industrial Location 


It is sometimes claimed that relatively cheaper electricity is an 
important factor in promoting the industrial development of a par- 
ticular region in preference to another locality. Where industrialization 
is based primarily on thermal power stations, as is chiefly so on the 
mainland of Australia, this view cannot be supported, as indicated by 
Table III. This shows that in South Australia the cost of electricity 
as a proportion of value of output is greater than 2 per cent in only 
five industrial classes, and in only three is it 5 per cent or greater, 
being 5 per cent for cement and cement products, 5:4 per cent for 
ice cream, and 10-4 per cent for ice and refrigeration. The latter two 
industries produce almost entirely for the local market, whilst the 
former processes a primary product for both the domestic market and 
for export. In each case the relative cost of electricity would not be 
significantly different in other States of the Australian mainland. 
And to the extent that one State does vary from another, since the 
relative total cost of electricity is for the most part very small, the 
effect of any difference in tariffs on that part of prime cost which 
varies as between locations is insignificant because of the influence of 
other locational determinants. 

The above analysis does not deny the importance of all electricity 
supply undertakings being efficient and able to provide a continual 
supply of electricity on the most economic basis. This is one of the 
essential basic problems to which electricity supply authorities in their 
economic planning must pay special attention. However, what can be 
of some importance as a locational factor is not the cost of electricity 
but its availability.17 The extent of an electricity supply has influenced 


16. Op. cit., p. 225. See also Blair, loc. cit., pp. 128-32. 

_ 17. It is assumed that charges for electricity are, in the first place, 
similar to those made by the major electric supply authorities in each State 
and, secondly, compare favourably with the cost of alternative sources and 
modes of power, including power generated by the user. 
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TaBLeE III 


Cost of Fuel and Power as a Proportion of Value of Output, 
South Australia, 1948-9 





Value of Cost as a Proportion of 
Output Value of Output (c) 
Class of Industry (b) 





Electricity Fuel, Light 





(a) & Power (e) 

(including 

£ electricity) 

7000 % % 
Cement and cement products .. .. 978 5-0 13-1 
Bricks ang tes"@) .0 kn ks ee 8s 510 1-9 20-7 
Glass and glass bottles(@) .. ..) .. 1266 1:5 5-2 
Chemical fertilizers .. .. .. .. 2575 0-7 1-7 
Industrial Metals, Machines, 
Conveyances 


Smelting, rolling of iron and steel, 
foundries (ferrous); extracting 
and refining of other metals and 


alloys ent ire dere nn 21136 1-1 5-9 
Plant, equipment and machinery .. 6523 0-9 1-4 
Other en@mecering ...0 «2 s.  «* 2073 0-7 1-2 
Tram cars and railway rolling stock 

—construction and repairs . .. 3135 1-1 2-3 
Motor vehicles—construction, repair 

Ce ae 9705 0-8 1-1 
Agricultural machines and imple- 

Pant ete) ce Sasi) ao. ae 1340 0-7 2-8 
Non-ferrous metals—rolling and ex- 

trusion; founding, casting, etc. .. 756 2:6 3:6 
Sheet metal working, pressing and 

stamping Sse~ WTI o y © “alive. Besta fats 3571 0:9 1:7 
Pipes, tubes and fittings—ferrous . 2543 1-4 3:5 

Electroplating (gold, silver, chromium, 
PRD et Feit eras Nest 2 cick. bela 129 2-6 5:4 
Cotton-spinning and weaving; 
flax mills(4) See Geto tar, Sree 1885 1-7 2:7 
Woolscouring and fellmongering a 5031 0:4 1:6 
Food and Drink 
yj ge a 4195 1-1 1:4 
oo SY eee ae ee ene 2043 0:6 2-9 
PE er es ee ee 2847 0:4 1:7 
Ice and refrigeration. .. .. .. 596 10-4 14-4 
Distilleries and winemaking .. .. 8868 0:5 2:2 
PORTO Ns ee ss: kw hw 247 5-4 6-6 
Sawmills; plywood mills .. .. .. 3273 0-4 0-7 





(a) In order to limit the size of the table, only industrial classes with 
a value of output greater than £2 million or cost of electricity as a propor- 
tion of value of output greater than 2 per cent have been included, except 
for those marked (d). 

(b) Statistical Register, South Australia, 1948-9, Part V, pp. 82-3. 

(c) Derived from statistics of costs of electricity, and costs of fuel, 
light, and power, supplied by Government Statist, South Australia. 

(d) See footnote (a). 

(e) In several cases the cost of fuel, light, and power (including elec- 
tricity) is considerably greater than the cost of electricity itself. The greatest 
differences occur where the undertaking uses a large quantity of solid fuel 
for heating purposes; thus, in the manufacture of bricks, a great deal of 
wood is burnt in the kilns. In a few cases, a small part of the difference would 
be due to some of the firms within a class not using electricity, but a steam 
or diesel engine. This would be so in the case of butter manufacture, since 
there are several butter (and cheese) factories located in country areas 
where electricity is not available. However, any difference caused in either 
instance is not important for purposes here. 
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the location of some enterprises and the pace and level of economic 
development in particular areas. This has been especially noticeable 
in rural areas. On the other hand, when more than one locality has an 
adequate supply, other economic factors decide the location of indus- 
tries, especially the advantage of being near (1) the greater part of 
the industry’s market, and (2) an adequate supply of important basic 
raw materials, as well as motive power. These two factors have long 
been important and largely account for the concentration of secondary 
industries in New South Wales and Victoria which together contain 
about 66 per cent of Australia’s population. 

It is only in industries which use a considerable amount of power 
for a given output that the cost of electricity enters into the decision 
of location of that industry. Evidence of this can be seen in Tasmania, 
following the development of hydro-electric power. The relatively 
cheaper power available from this source, than from thermal power 
stations in the mainland States, played a significant part in attracting 
the Electrolytic Zine Company of Australasia Limited to Risdon, near 
Hobart. This company at its Risdon works in 1953-4, consumed 411 
million kilowatt-hours'® of the 1,199 million!® sold by the Hydro- 
Electric Commission of Tasmania, that is, 34:3 per cent. In the same 
year, the Zine Company, together with five other Tasmanian industries, 
namely, copper mining, the manufacture of cement, newsprint, paper, 
and carbide, purchased 59 per cent of the electricity sold by the Com- 
mission. But, of the above, it is only the zine and carbide industries 
which it can be said were enticed to Tasmania by the relatively cheap 
power, because in each case electricity is a significant prime cost. 
At the same time, however, the cost of power, whether generated in 
thermal or hydro stations, could be regarded as being indirectly impor- 
tant. Electricity, because of its low cost and mobility, is economically 
transmitted over long distances and hence, as already stated, it can 
encourage and assist decentralization where steam brought centraliza- 
tion. But, precisely because electricity is economically transmitted, it 
has reduced appreciably the influence of the source of power as a 
locational determinant and, in effect, elevated to a position of greater 
importance other economic forces, in particular those noted above.2° 


3. In Tertiary Industry 


The impact of electricity in the office, shop, places of entertain- 
ment and other tertiary fields has not been as dramatic as in secondary 


: 18. Figure supplied by the Electrolytic Zinc Company of Australasia 
imited. 

19. This and the following figures relating to electricity supply in 
Tasmania were supplied by the Hydro-Electric Commission, Tasmania. 
_ _ 20. For a detailed study of the factors influencing the location of 
industry, see S. R. Dennison, The Location of Industry and the Depressed 
Areas (Oxford University Press, 1939), Part I. 
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industry, primarily because not all tertiary activity is directly allied 
to the application of power as in a modern factory where complete 
electrification has made the continual availability of electricity indis- 
pensable to the continuance of employment and output. This was 
clearly demonstrated during the post-war years when periods of severe 
rationing of electricity meant temporary unemployment for many fac- 
tory workers, whilst the output of those remaining in employment was 
usually reduced. On the other hand, rationing had little effect on the 
employment of tertiary workers, but their productivity was in general 
lower due to their inability to use various electrical aids. 

In its early years, electricity in commercial establishments was 
used mainly for lighting purposes. During the inter-war period cook- 
ing by electricity grew in importance; so also did heating, refrigera- 
tion, and air-conditioning, as man utilized electricity to combat the 
extremes of weather. More recently, the adoption of fluorescent lighting 
has brought a marked improvement in interior illumination with a con- 
sequent greater appreciation of the advantages of the electric light 
as the best alternative to natural lighting. 

It is, however, in the use of power-driven mechanical equipment 
that the application of electricity in commerce has enabled particular 
progress in recent years. The invention of practical office machines 
began with the typewriter, which was introduced to the world in the 
early 1880s at about the same time as the first permanent public supply 
of electricity. The introduction of electricity was to prove as significant 
and as essential in the field of office equipment as in all other types of 
mechanical equipment. The innovation of other useful machines soon 
followed that of the typewriter and included adding and tabulating 
machines, calculators, accounting and book-keeping machines, cash 
registers, duplicating machines, and so on. At first the majority of 
these machines were operated manually. But as they grew in size and 
complexity, electric operation became almost essential. Today, prac- 
tically all types of office machines can be electrically operated. Several 
of the comparatively recent innovations have not at any time been 
available without the use of electricity in some way. 

Generally the effect of electrically-operated machines on produc- 
tivity in the office has been very marked. The practice of posting entries 
manually at an average rate of two to three hundred per day has been 
superseded by machines which permit the posting of entries varying 
from hundreds to several thousands per day when electrically operated. 
It is the addition of the electric motor to adding and tabulating 
machines and calculators which has appreciably aided the marked 
increase in output in the office. In some instances, the manual caleulator 
may be worked as quickly as the electrically-operated one, but the 
fatigue element very quickly enters into the picture and, on an average 
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day’s production, the electric operation far outstrips the manual. 
Generally, and apart from the fact that the electric drive is what 
permits certain operations with machines in offices today, the main 
features of electric operation as opposed to manual labour or manually- 
operated machines are greater speed, greater accuracy, less fatigue, 
and less cost per volume of work. It is noteworthy that the less the 
human element in statistical work, the less the liability to error. On 
the other hand, it has not followed that mechanization of office work 
has meant less office workers. The growing complexity of modern 
business activity has required larger office staffs at the same time as 
much of the routine work and complex calculations, previously done 
manually, are now done by mechanical aids. 

Another tertiary field, among others, in which electricity is em- 
ployed to great social and economic advantage is in the dental and 
medical professions. The apparatus used for the filling of teeth has 
enabled the dentist to perform work which in many cases was impos- 
sible, or unsatisfactorily done, before powered equipment was avail- 
able. In the field of medicine, electricity is being used increasingly for 
research, diagnosis, and healing. An outstanding example of its con- 
tribution is the use of X-ray, for instance, in the early diagnosis of 
ulcers, tuberculosis, and cancer. 


TaBLeE IV 


Occupied Private Dwellings Served with Electricity, 
Census, 30th June 1947—Australia 

















MetrepeMian Extra-Metropolitan Total es 
x ££. a... ae 
(a) (a) (a) 
With .. .. .. .. 944,076 98-2 582,412 63-8 1,526,488 81-5 
Without |. |. .. 12556 1-3 286904 81-5 299.460 16-0 
Not Stated. |. |. 4.855 0:5 42,820 4-7 47,675 2-5 








Total Private D’lings 961,487 100-0 912,136 100-0 1,873,623 100-0 


(a) Census of the Commonwealth of Australia, 80 June 1947, Census 
Bulletin No. 25, Dwellings Summary of the Commonwealth of Australia, 
pp. 21-3. 


4. In the Home 


It is shown in Table IV that, at the time of the 1947 Census, 
practically every dwelling in the metropolitan areas of Australia was 
served with electricity, compared with about 64 per cent in the extra- 
metropolitan areas. In the latter, the proportion now supplied has in- 
creased considerably and is probably in the vicinity of 75 per cent. 
This increase has resulted from the spreading of transmission and 
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distribution lines in each State over an ever-widening area, thereby 
taking supply to many localities not previously serviced. 

Before War I, electricity in the home as in other activities was 
used primarily for lighting. This was reflected in the contemporary 
hand-books on electricity,24 which gave emphasis to it as a lighting 
medium. References to domestic power-points were rare, although the 
first electric iron appeared about 1908; but together with other domes- 
tic appliances it remained a luxury and a novelty” until early in the 
1920s. For most people an electric iron was the first of these luxuries 
to become generally accepted as a necessity. Other appliances which 
grew in popularity during the ’twenties were toasters, vacuum cleaners, 
electric jugs, and radios; the major domestic appliances were also 
appearing. These included ranges, wash boilers, washing machines, 
refrigerators, storage water heaters, and bath heaters. But it was not 
until the 1930s that items in this latter group began to gain popularity 
as satisfactory alternatives to gas and solid fuel appliances; today 
each electrical item is being used on a large and increasing scale.* 

Cleanliness, convenience, and labour saving are three important 
factors which have encouraged people to electrify their homes. The 
convenience of bringing an appliance into use with the mere touch 
or turn of a switch has become an accepted fact of modern life. Some 
people would still prefer a wood stove if they did not have to cut the 
wood, clear the ashes, and spend a greater amount of time attending 
to its operation than is necessary with modern power appliances. 
Electricity has not only reduced the amount of house-cleaning but, 
by its adaptability through the various appliances available to the 
housewife, has made much easier what has to be done. By the same 
token, it has reduced the time taken to perform these tasks. These 
aspects have been especially important during the relative scarcity of 
domestic labour throughout and since World War II. On the one 
hand, this shortage has increased the demand for domestic labour- 
saving appliances, whilst, on the other, it has reduced the demand for 

21. See for example Handbook of Electrical Methods, compiled from 
the Electrical World (McGraw-Hill Book Company, 1913), especially Chap- 
ter IX, “Interior Wiring”. 

22. The continual widening range of electrical items on the market has 
meant that there have always been some articles in the luxury and novelty 
class for the majority of people. Today they would include electric shavers, 
cake-mixers, floor polishers, radiograms, washing machines, refrigerators 
for a number of people, and other items. Hire purchase and time-payment 
schemes have considerably diminished the period that many of these goods 
remain in the luxury group. 

23. For instance, information supplied by the Electricity Trust of South 
Australia shows that, on 30 June, 1954, 27:6 per cent of its 188,936 con- 
sumers had a range either on hire from the trust or privately owned, whilst 


16-2 per cent had an electric water-heater on hire. There is also a number of 
the latter privately owned, but this information is not available. 
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domestic servants. An example of the effect on the domestic consump- 
tion of electricity is revealed in Table V which shows the large increase 
that has occurred since 1939 in the average consumption per domestic 


TABLE V 


Average Domestic Consumption per Domestic Consumer 
of the Electricity Trust of South Australia‘ 


Year ended Kilowatt- Year ended Kilowatt- 

dist August hours 380th June hours 
BOO (sl de Oa 450 cS lS Ye a 930 
BM ibis ar 6 580 Tee 3s Sch ee, 
es rae sat 720 Been. és) 35, soe Ree 


(a) The Electricity Trust of South Australia, Annual Reports for the 
years ended 30 June, 1950, and 30 June, 1954, Proceedings of Parliament 
and Papers, South Australia, 1950, No. 64, and 1954, No. 64. 


consumer supplied by the Electricity Trust of South Australia. In 
short, electricity has meant greater productivity from the housewife 
whilst a number of former domestic servants can now work elsewhere, 
thus increasing further total production per head in the economy. 
Finally, the adoption of electric labour-saving devices in the modern 
home has removed much of the drudgery from the housewife’s duties, 
and has also enabled her to spend more time in social and community 
activities. 
5. In Primary Industry 


It is only during the post-war years that electrification of farms, 
including irrigation blocks, dairies, and other primary agricultural 
industries in Australia, has proceeded on an extensive scale. Before 
War II, few farmers actively sought an electricity supply, although 
there were, by 1939, many farms and other rural holdings within 
reasonable distance of existing power lines. The attitude of farmers 
was in large part a product of the Great Depression and their con- 
tinued low incomes of the 1930s. They viewed electricity as an amenity 
of the urban dweller, but for themselves were generally content to 
continue with the incandescent lamp. In farming activities, motive 
power was usually limited to an internal combustion engine, to assist 
in the periodical chaff-cutting and the sawing of wood; and, in a few 
cases, the pumping of water. 

However, during War II the general attitude of farmers towards 
electricity began to change.24 Their income had improved with the 


24. This was revealed in evidence to the Rural Reconstruction Com- 
mission which reported in 1945 that: 

“Many farmers’ organizations and many individual witnesses in 
country districts emphasized to the Commission the disability which most 
rural areas of Australia suffer in regard to electricity supply. They 
pointed out that modern life as understood by most city people auto- 
matically involved the use of electricity for many tasks in the daily 
routine. ... If rural life is to be attractive, such conveniences should be 
available in the countryside.” (Rural Reconstruction Commission, 
Seventh Report, Rural Amenities, para. 1602.) 
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persistent higher demand for primary products. On the other hand, 
their ability to increase or maintain production was being reduced 
by the migration of former farm-hands into the armed services or 
munition factories. Farmers were therefore encouraged to seek mech- 
anical aids through which their production could be maintained and 
if possible increased. In a number of cases, farmers, who had noted 
the sales campaigns of electric supply authorities during the 1930s, 
realized that the convenience, reliability, and adaptability of electrical 
equipment made the installation of electricity an attractive proposition 
if a supply could be obtained. Then, since War II, the continued high 
level of farm incomes and the general scarcity of farm and domestic 
labour have extended to an increasing number the general desire to 
obtain a supply of electricity. Farmers have come to regard electricity 
no longer as merely an urban amenity, but as an essential and valuable 
asset, to which they have a right. The change in attitude was clearly 
summed up by the State Electricity Commission of Victoria when it 
reported in 1951 that ‘‘. . . since the depression, the attitude of farmers 
and others towards rural electrification has changed from sheer in- 
difference to a clamour for electricity as a right’’. This right is now 
generally recognized to be of paramount importance for the satisfactory 
development of the agricultural and pastoral industries in Australia, 
and, as such, it has been endorsed by the Commonwealth and the State 
Governments as an important step in the encouragement of decen- 
tralization and increased food production.2® As evidence of this it is 
interesting to note that in New South Wales, Queensland, South Aus- 
tralia, and Tasmania, the respective State Governments have for several 
years provided subsidies whereby grants are made to the public electric 
supply authorities to assist towards the costs of supplying consumers 
in sparsely settled areas. The Rural Reconstruction Commission, in its 
consideration of aspects of the responsibility for serving farms with 

25. Report by State Electricity Commission of Victoria on the Final 
Phase of The Rural Electrification of the State (1951), p. 5. 

26. In the United States of America the Federal Government formed 
the Rural Electrification Administration (R.E.A.) in 1935, to co-ordinate 
the rural activities of the various electricity supply undertakings and to 
help finance power plant and transmission lines for providing electricity to 
rural consumers. It also assists in the provision of consumers’ installations 
and appliances. In 1935, when R.E.A. was formed, approximately 10 per cent 
of the farms in the United States as a whole were served with electricity; 
by the end of 1953, the proportion had risen to nearly 93 per cent. The 
Electrical World recently stated that “An increase of 2:2 percentage points 
during 1953 brings the percent of farms in the country that are on power 
lines to 92-8 per cent according to data recently released by Edison Electric 
Institute.”* This achievement is, however, not entirely due to the activities 
of R.E.A. as is often claimed. It is also a reflection of the general acceptance, 


by private and public electric supply authorities alike, of the right of each 
farmer to be supplied with electricity. 


* Electrical World, Vol. 141, No. 18, 3 May, 1954 (McGraw-Hill Publish- 
ing Company), p. 96. 
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electricity, concluded, inter alia, that ‘‘the extension of electricity into 
agreater number of farming districts must be a national matter . . .”’.?" 

The general acceptance of the farmer’s right to a supply of elec- 
tricity has resulted in a considerable increase during recent years in 
the number of farms serviced. Available data indicate that, by the 
end of 1954, the proportion connected in South Australia had risen to 
approximately 16 per cent, whilst in Victoria it was about 43 per cent 
and in New South Wales about 54 per cent compared with, in each of 
these States in 1939, about 3 per cent, 14 per cent, and 20 per cent, 
respectively.?8 

Electricity on the farm has meant improved lighting, and an end 
to smelly, time-consuming oil lamps. It has made available to the house- 
wife the wide range of labour-saving appliances which can be obtained 
for practically every task in the home. On the farm itself, there are 
many processes in which electricity is gainfully used, often to relieve 
the farmer of physical strain; such as in the application to hoists and 
elevators. Although these and other processes can be driven by petrol 
or oil engines, the loss in convenience as compared with electric power 
ean be considerable. Generally, electricity in rural areas has three main 
features which are closely related: 


(1) It encourages labour to remain on the land. 
(2) It promotes greater production and closer development. 


(3) From (1) and (2) it follows that electricity increases the 
value of properties. 


Thus electricity is of major importance to the further growth and 
development of our primary industries. Ample evidence of this can 
be found in several River Murray areas, where the provision of an 
adequate supply of electric power during the post-war period has 
appreciably aided the establishment of efficient irrigation and drain- 
age schemes, which are hastening the transformation of low value 
scrub country into highly productive rural areas. 

In conclusion, it is noteworthy that electricity has now joined 
water supply and transport as the three basic essentials which are 
required in Australia to attract more people to primary production 
and to encourage and to facilitate increasing productivity of our rural 
areas. 


27. Op. cit., para. 1614. 

28. These proportions have been estimated from information supplied 
by the Electricity Authority of New South Wales, the State Electricity 
Commission of Victoria, and the Electricity Trust of South Australia, and 
from State Electricity Commission of Victoria, Thirty-fifth Annual Report, 
year ended 30 June, 1954, p. 11. See also, Report of the Electricity Authority 
of New South Wales for the year ended 30 June, 1958, p. 8, New South 
Wales Votes and Proceedings, 1954. It has been assumed that the number 
of farms in each State is identical with the number of rural holdings recorded 
by the Commonwealth Bureau of Census and Statistics. 
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6. Summary 


The survey in this article of the marked changes and benefits 
which have accompanied the growing utilization of electricity, 

(1) in providing a solution to many of the social, economic, and 
technical problems which grew out of the industrial revolution 
and the use of steam power, 

(2) in the operation of numerous types of equipment much of 
which has replaced manual labour in laborious jobs which 
tended to sap man’s energy, and 

(3) in its service in various other ways, notably in heating, re- 
frigeration, and lighting, 

illustrates the fundamental role of electricity as a tool which is guided 
and used in many ways, and which has, during this electrical machine 
age, assisted immeasurably towards making man’s lot easier, in some 
ways more complicated, but yet more congenial. Its impact has been 
such that the modern mind is thinking more and more in terms of how 
to perform tasks electrically. 

It is this general acceptance of electricity as an integral part of 
economic activity in modern society that accounts for the continued 
growth in its use. In Australia the electric power generated per head 
of mean population more than doubled between 1938-9 and 1953-4, 
rising from 673 to 1530 kilowatt-hours.2® This increase has occurred 
almost entirely in the use of electricity for power and heating and 
has been a powerful aid to the rise in the productivity of our economy 
in the form of greater real output per man-hour. A notable character- 
istic of electricity in this respect is that it operates in various ways 
through practically all the factors, psychological and real, which affect 
the rate of change and the level of productivity. Yet sometimes in 
studies of the influences of productivity the use of electric power is 
not explicitly considered.*® Nevertheless, its contribution to economie 
and social progress for reasons outlined in this article, is undoubted, 
and social progress, for reasons outlined in this article, is undoubted 
the motivating causes of changes in productivity and their relative 
importance. 

EK. A. Bornm 
University of New England. 


29. Sources: As for footnote 3. 


30. See, for instance, L. Rostas, “Changes in the Productivity of British 
Industry, 1945-50”, Economic Journal, March 1952, Part III, pp. 22-4. 
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MERCHANTS IN ACTION: THE AUSTRALIAN TARIFFS 
OF 1852 


With the passing of the Australian Colonies Government Act in 
1850 a new period in the history of tariffs in Australia begins. 

From that time onwards there was no imperial control of tariff 
schedules, save an absolute ban on ‘‘differential duties’’, i.e. duties 
which gave preference to any country, including Britain herself. The 
Colonial Secretary, Lord Grey, had not intended that the colonies 
should be entirely free to embark upon any kind of tariff policy what- 
soever. He instructed Governors that they should consult with one 
another before new schedules were introduced, and warned them of 
the injurious effects of differing scales of duties. It is likely that if 
he had been in office he would have advised disallowance of any obvi- 
ously protective tariff. Although the colonies were now in effect invited 
to frame constitutions for themselves, Grey was certainly not antici- 
pating that when they did so they would be free to flout that course 
of fiseal wisdom which Parliament had deliberately adopted as best 
for the whole British Empire.? But in fact a new period does begin in 
1850, because any limitation of intentions in the matter of self-govern- 
ment was made irrelevant by the discovery of gold. Whatever was in- 
tended in 1850, the colonies of 1856 were self-governing communities 
with ‘‘responsible’’ governments and entirely elected lower houses in 
their legislatures. The transitional period from 1850 to 1856 did not, 
as it happened, involve any test of the extent to which a Secretary of 
State might have interfered with colonial tariffs; indeed the colonies 
at first were inclined to outdo the mother country herself in their free 
trade zeal. Hence 1850 is the appropriate starting point of a new 
period, which extends to the foundation of the Commonwealth at the 
end of the century. 

In explaining the vicissitudes of Australian tariffs from this time, 
our attention is turned sharply from interchanges between governors 
and the colonial office to the political and economic groups within 
the colonies themselves. There were such groups before 1850. They 
frequently expressed views on tariffs, and occasionally had some effect 
on practice. But the ultimate authority then was the Governor, or the 
Colonial Office, or an imperial Act. Now, tariff policy became a political 
issue of a purely local kind; and from the 1850s it was perhaps the 
most prominent subject of politic-economie discussion and action in all 

1. Grey to Latrobe, 28 January 1851, enclosing copy of Grey to Fitz 
Roy, 13 January 1851. Despatches to Governor of Victoria, Mitchell Library. 


2. Originally Grey had intended to impose a uniform tariff schedule on 
the Australian colonies by imperial Act. 


77 
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the colonies. By the end of the century, the most obvious and most 
frequently emphasized empirical reason for a federal union was the 
endless trouble engendered by rival colonial tariffs. 

As soon as they were free to do so, the Australian colonies set 
about revising their existing tariffs. In the transitional period 1850-6 
they all (except Western Australia) had single-chamber legislatures 
such as New South Wales had had since 1842, with two-thirds of the 
members elected. The executive government was still composed of per- 
manent officials sitting among the nominated members; but the Gover- 
nor himself no longer sat in the Council. With elected members in the 
majority, views other than those of the official government might pre- 
vail. This happened in New South Wales and Tasmania. The business 
of the tariff was firmly taken out of the hands of the government by 
groups with distinct ideas and common interests. Their actions form 
an instructive introduction to the new period of tariff history. 

By the time the first of the new tariffs was passed the gold rushes 
were in full swing: indeed the tariff was treated in Tasmania as an 
emergency measure just because of the dislocation of public finances 
in that colony which followed the rush to the mainland. The new 
situation provided strong empirical arguments for the simple revenue 
tariffs which the merchants desired. An enormous increase in the de- 
mand for imports, in the volume of inward shipping carrying specu- 
lative cargoes, in the ability and willingness to spend freely ; a rapidly 
expanding need for revenue by governments; the administrative diff- 
culties of collecting duties based upon any complicated schedule— 
these factors made the case for simple revenue tariffs irresistible. The 
half century which was to end in a muddle of rival tariffs so indecent 
that even Victorians were shocked by its provincialism began with 
something like an organized approach to that uniform and simple 
tariff for all the colonies which Grey had at one time intended to impose 
in their own interests. The Australian colonies (as their citizens were 
characteristically aware) led a world entering upon a new era of free 
and mutually beneficial commercial intercourse. 

It had been expected that the passing of the Australian Colonies 
Government Act would be followed by a revision of the existing colonial 
tariffs. It is therefore not surprising that the years 1850 and 1851 
should have seen the foundation in Adelaide, Melbourne, Sydney, 
Hobart and Launceston of Chambers of Commerce, composed mainly 
of merchant-importers. Their views on the kind of tariff which would 
at the same time raise the necessary revenue and conduce most to the 
general benefit were remarkably consistent ; but there were other views. 
We may first consider those of the Lieutenant-Governor of Tasmania 
(lately Van Diemen’s Land), Sir William Denison, since it was in his 
colony that the first of the new tariffs was enacted. 
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Denison was anxious to put into effect the kind of tariff which he 
had already on at least two occasions outlined in despatches to Lord 
Grey. His superior had indeed gratifyingly described it as that which 
“you very judiciously recommend’’. The model tariff was to have a 
schedule of light duties on a wide range of imports, assessed wherever 
possible as specific duties per given weight or measure, with a light 
ad valorem duty to cover items impossible to assess in this manner.’ 
While it was true that with a Legislative Council now two-thirds elected 
(and hence without an official majority) the form of the tariff was not 
for his personal decision alone, Denison thought that he should have 
no difficulty in getting his scheme endorsed. Nevertheless he was very 
anxious to know what was likely to happen in New South Wales: his 
own scheme would have vastly greater authority if it were known that 
the senior colony was about to act on the same lines. 

We can follow his anxieties very closely from a series of private 
letters he wrote to his friend Deas-Thomson, Colonial Secretary of 
New South Wales, in the period preceding the first meeting of the 
new representative Legislative Council in Van Diemen’s Land.‘ In 
March 1851 he wrote that he must check the tendency towards pro- 
tection. He would like to know Deas-Thomson’s ideas about a new 
tariff. His own idea was to put a fixed duty by weight or measure on 
as many articles as possible, with a 5 per cent ad valorem duty on the 
rest. In May he was still asking for information; and in August; and 
in October. Deas-Thomson was evidently replying regularly to Deni- 
son’s letters but skilfully avoiding answers to the repeated questions 
about his own tariff. When at last Denison had to meet his Council on 
30th December he did know what Deas-Thomson proposed, for a 
Customs Bill had been introduced in New South Wales earlier in the 
same month. This was comforting, in that the tariff proposed was 
based on the principles which Denison had been propounding during 
months of correspondence. But it had been put forward in a cautious 
and tentative fashion, and its consideration postponed. There was no 
Act on the Denisonian principle yet passed in New South Wales to 
quote as an example to an inexperienced legislature looking for 
guidance. On the whole, however, Denison felt able to give the neces- 
sary guidance himself; and in this belief composed the Governor’s 
speech for the opening of the session. 

In New South Wales Deas-Thomson had also had a plan. He was 
a discreet and experienced official who, unlike Denison, had already 
seen a good deal of the working of a representative Council. New South 
Wales since 1842 had possessed the type of Legislature now extended 

3. Denison to Grey, 28 December 1849, H.L., Sess. Papers, 1850, II, 


5-6; 1851, XI, 48-9, 50. 
4. Deas-Thomson Papers, Vol. II. M.L. 
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to the other colonies and, as Colonial Secretary during Gipps’s stormy 
administration, he had experienced the difficulties of a position which 
was that neither of dictator nor premier. The interests of the new 
Governor, Fitz Roy, lay in activities other than government. Deas- 
Thomson’s position as leader of the official nominees in the Legislative 
Council was almost that of caretaker since further revisions of the 
local constitution were to be expected. He was not likely to press hard 
for legislation powerfully opposed, although it was still his duty to 
have a policy. 

Deas-Thomson had views on tariffs. He was a Free Trader who 
had attended the lectures of McCulloch; and Huskisson had been his 
patron and example. He had watched with concern the raising of inter- 
colonial tariff barriers during the ‘forties. He knew that Victoria and 
Van Diemen’s Land would be framing new tariffs and the time seemed 
appropriate for New South Wales to set an example. 

During 1851 Deas-Thomson bided his time, evading Denison’s 
urgent questions about his plans. After the elections in August it was 
clear enough that the new Legislative Council was not likely to resist 
a tariff which appealed to Free Trade principles, despite some rumb- 
lings from Wentworth and the fervent protectionism of James Martin 
who, as the Empire put it, could not ‘‘refrain from glorying in what 
ought to be his shame’’.® But a tariff avowedly not protective could 
yet be framed in many different ways. At the opening of the session 
in October the Governor’s speech in effect announced an intention to 
wait and see. A new tariff would be needed but perhaps it should be 
postponed this session so that, if possible, identical measures might 
be secured in all colonies.® More cautious than Denison, Deas-Thomson 
did not put his neck out; he held a licked finger to the wind. When 
he at last produced his Tariff Bill early in December he was frankly 
flying a kite—Denison’s kite. For the scheme it embodied was that 
which Denison had been urging for most of the year, and was about 
to put before the Van Diemen’s Land Council—the scheme, that is, of 
many small duties charged on units of weights or quantity; a free list 
covering articles of primary produce usually exchanged between the 
colonies; and a 5 per cent ad valorem duty to cover other goods. The 
existing exemption of British goods was to be abandoned. Except that 
the rates of duty were low, such a schedule had many of the administra- 
tive complications of a protective tariff. 

Deas-Thomson took his Bill no further than a first reading. In 
the debate John Lamb, President of the recently-established Sydney 
Chamber of Commerce, said emphatically that the measure was faulty; 
it was far too complicated.’ No day was named for the second reading. 


5. Empire, 23 August (Martin), 6 September (Wentworth), 1851. 
6. Sydney Morning Herald, 17 October 1851. 
7. Debate, 4 December 1851. (S.M.H., 6 December 1851.) 
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There was no Tariff Act that session. The next was six months away. 

This strategic withdrawal took place in December 1851. We must 
now return to March of that year, and notice the formation in Mel- 
bourne of a Chamber of Commerce mainly on the initiative of William 
Westgarth, a prominent and respected figure in early Melbourne, a 
merchant and writer on colonial affairs. In September the Chamber 
of Commerce was asking the Lieutenant-Governor what kind of tariff 
he intended to introduce at the coming session of the Legislative Coun- 
cil, and being told that no new tariff would be brought forward during 
that session. The Chamber thereupon devoted several meetings in 
November to framing a tariff, which was embodied in a Memorial to 
the Legislative Council. They suggested the taxation of six articles 
only : spirits, wines, tobacco, tea, coffee and sugar. They prayed espe- 
cially hard for the abolition of all ad valorem duties ‘‘as being most 
injurious and prejudicial to the system of trade in the colony’’.® 

In Victoria the rest was simple. In March of the next year, 1852, 
the Collector of Customs assured Westgarth that no deputation from 
the Chamber of Commerce was necessary, as he was already acquainted 
with their views.?° In the same month the Argus’s forecast of the tariff 
to be proposed by the Government in the coming session showed that 
the Government and the Chamber of Commerce were thinking as one.1! 
In July the Government introduced a Tariff Bill which differed only 
from that proposed by the Chamber of Commerce in proposing some- 
what higher rates of duty. This, however, was accounted for by the 
Government’s further proposal to abolish wharfage and harbour dues, 
a deviation specifically blessed by a Minute of the Chamber of Com- 
merce issued while the Bill was before the Council.!2 The Bill was 
passed in August amid mutual congratulations, with the deletion of 
sugar from the list of duties. We may eall it the Westgarth tariff.1% 
The Government would have shared the opinion of the Argus: ‘‘The 
Chamber of Commerce having undertaken the guardianship of these 
matters . . . we are satisfied with the wisdom of the course to be 
adopted.’’14 

The Melbourne Chamber drew up its tariff in November 1851. 
That proposal, as Westgarth resported early the next year, was sent 
to the Hobart and Sydney Chambers of Commerce who, he said, had 


% 8. Melbourne Chamber of Commerce Minute Books, Public Library of 
ictoria. 

9. Minutes, 24 November 1852. 

10. Minutes, 10 March 1852. 

11. Argus, 5 March 1852. 

12. Minutes, 19 July 1852. 

13. Westgarth said in the debate (Argus, 13 August 1852) that when 
he showed the Chamber of Commerce tariff to the Collector of Customs he 
was gratified to be shown the Collector’s own memorandum, “six to twelve 
months old”, on the same lines. 

14. Argus, 24 June 1852. 
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agreed completely with its principles.» It is possible that the Hobart 
Chamber was independently thinking on the same lines before the 
proposals from Melbourne arrived; but it is certain that these pro- 
posals were in the minds of the Hobart merchants who came into action 
in January 1851.16 

We left Denison, the Lieutenant-Governor of Van Diemen’s Land, 
in a position where he had to meet his Council without the moral sup- 
port of an example from New South Wales to put before them. For- 
tified, however, by the knowledge that Lord Grey considered his ideas 
very judicious, he reminded the Council in his opening Message that 
they now had power to modify the tariff and that a Bill would be laid 
before them to effect a reduction of duties and to abolish differential 
duties, i.e. to abolish, in effect, the exemption of British goods.17 The 
Bill came forward on 6 January 1852. Its schedule comprised a long 
list of specific duties by weight and quantity; a free list; and a 5 per 
cent ad valorem duty on articles not otherwise mentioned. Its fate can 
be told shortly. First reading, 8 January; second reading, 15 Janu- 
ary; referred to Select Committee, 22 January; death. A thing called 
the Customs Bill was in legal theory read a third time, passed, and 
reluctantly assented on 19 February; but the schedule of duties 
contained in it was unrecognizably different from Denison’s. The 
Governor had not understood that his word was no longer the last. 
He had not anticipated that the Council might be more interested in 
the exercise of its new power to modify the tariff than in the particular 
modifications which he might suggest. In his changed constitutional 
position he could only sit and write to Deas-Thomson that he hoped 
the alternative scheme would not be adopted; that he would get it 
modified when the ‘‘ignoramuses will have picked up some little expe- 
rience’’; noting that Victoria in its ‘‘theoretical isoiation’’ seemed 
likely to follow the extraordinary example of Tasmania; and as the 
months went on, beginning to suspect that the discreet politician, Deas- 
Thomson, might (despite his tactful sympathy) be preparing to 
follow, in the coming New South Wales session, ‘‘the example which 
our Solons have set you’’.48 

What had happened was indeed a trifle brutal. It was clear as 
soon as the Council assembled in Hobart that a group among the elected 
members led by T. D. Chapman, a prominent merchant, had come with 

15. Address to Chamber of Commerce, 1 April 1852. Appendix to 
William Westgarth, Victoria, late Australia Felix (Edinburgh, 1853). 

16. As shown, e.g., by the evidence of John Thompson to the Select 
Committee on the Tariff. Van Diemen’s Land, Votes and Proceedings of the 
Legislative Council, 1st Session, 1852, Paper No. 45. 

17. Van Diemen’s Land, Votes and Proceedings of the Legislative 
Council, 1st Session, 1852. 

18. Deas-Thomson Papers, M.L., Vol. II, Denison to Deas-Thomson, 
13 February, 8 May, 4 June 1852. 
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their own ideas about a tariff. Petitions were presented to the Council 
by the Hobart and Launceston Chambers of Commerce requesting 
duties on nine articles—the Melbourne list, in fact, with the addition 
of dried fruits, hops, and malt liquor. Denison’s Bill, after a second 
reading, was referred to a Select Committee which was instructed to 
consider also the Chamber of Commerce tariff as formally proposed 
by Chapman. Evidence was heard from several merchants and general 
importers.!® The Report was in favour of Chapman’s tariff, and the 
opinion of the Hobart merchants was even endorsed by a member of 
the Legislative Council of New South Wales. In an indignant letter 
to Deas-Thomson Denison wrote: ‘‘. . . in the midst of the discussion 
who should come down but Donaldson, who I believe belongs to your 
‘extreme gauche’ and who as a merchant advocates the same scheme’’.?° 
This was Stuart Donaldson, Sydney merchant, later first Premier of 
New South Wales. ‘‘Extréme gauche’’ may sound a little strong, until 
we remember that the squatters in New South Wales were beyond the 
horizon to the right. Donaldson is not likely to have done much more 
than approve what had already been decided upon. The Lieutenant- 
Governor’s beautiful tariff schedule was by the brutal working of 
representative institutions in effect dumped in the estuary of the Der- 
went; a child of the Chamber of Commerce down to the smallest feature 
was substituted, and the unfortunate Denison had no choice but to 
legitimize it. 

In February 1852 Deas-Thomson was still soothing Denison’s 
wounded feelings about the absurd tariff of the Hobart merchants, 
but to repeated requests for information as to whether he intended 
to stick to his original scheme he made no reply. There was good reason 
for his silence. In the first place it was clear that his original scheme 
did not suit the Sydney merchants, who in January were considering 
an alternative. It will be remembered that the Melbourne Chamber of 
Commerce had sent its scheme to the Sydney Chamber. In February 
1852 the latter was drawing up a tariff schedule with the Melbourne 
scheme before it, and in April submitted a Memorandum to the Govern- 
ment on the tariff, referring to this correspondence, and recommend- 
ing the now familiar tariff of duties on a few articles of general 
consumption.?! 

In the second place, Deas-Thomson now knew that Victoria would 
go the same way as the Hobart merchants. Latrobe, in his new position 
as Lieutenant-Governor, had indeed been instructed by Grey that it 
was highly necessary that there should be no legislation by either New 

19. Van Diemen’s Land, Votes and Proceedings of the Legislative 


Council, 1st Session, 1852. Paper No. 465. 
—n Denison to Deas-Thomson, Deas-Thomson Papers, II. 16 January 


21. Sydney Chamber of Commerce Minutes, in the present office of the 
Chamber. 
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South Wales or Victoria to alter tariffs without previous communica- 
tion with one another. A draft of the proposed Victorian tariff had 
been sent to the Governors of the neighbouring colonies in April 1852.2 
To Denison this merely showed the ‘‘theoretical isolation’’ of Victoria; 
but Deas-Thomson had for some years been worried over the colonial 
disunity which widely different tariff schedules would be likely to 
provoke. With this consideration added to local expediency, it was for 
New South Wales to follow rather than to lead. 

Hence it was at the opening of the session on 8th June 1852, that 
Deas-Thomson made his Governor refer with gratitude to the ‘‘many 
practical suggestions’’ made about the tariff during the recess.22 When 
the first reading of a new Customs Bill took place in July, he acknow- 
ledged handsomely that with few exceptions the whole of the sug- 
gestions of the Chamber of Commerce had been adopted.*4 The Presi- 
dent of that Chamber added his approval, remarking that it was a 
good thing that the Chambers of Commerce had been consulted in 
New South Wales and the other colonies—this sort of thing was always 
advantageously left to practical men. At the second reading Went- 
worth rumbled only mildly. James Martin alone ranted about protec- 
tion and even suggested that opinions should be sought not from mer- 
chants and the Chamber of Commerce, but from those concerned with 
industry and agriculture. All countries where the influence of the 
commercial classes prevailed, he added in his second reading speech, 
‘‘were distinguished by a low grovelling character’’.25 As the Sydney 
Morning Herald put it: ‘‘. . . it is melancholy to think that the only 
exception from perfect unanimity in our legislative body should 
have been found in a young man, and a young Australian not with- 
out talents. . . . How a youthful mind has come to be so entirely 
warped. .°. .””6 And so forth. The Bill passed on 4 August 1852, to 
be known henceforth as the Deas-Thomson tariff, long to be a land- 
mark under that name in the fiscal history of New South Wales. It 
would better have been labelled the Westgarth tariff. 

It has been convenient to leave South Australia aside for separate 
treatment. The course of events there was similar in many respects 
to that in the eastern colonies; but characteristically it was just suffi- 
ciently different to make it inappropriate to lump South Australia 
together with her sisters. In Adelaide, as in the other capitals, a 
Chamber of Commerce was founded as the prospect of representative 

22. Copy, e.g., in South Australian Archives, Colonial Secretary’s 


Correspondence, 1852. Colonial Secretary, Victoria, to Colonial Secretary, 
South Australia, 17 April 1852. 


23. New South Wales, Votes and Proceedings of the Legislative Council, 
1852, Vol. I. 

24. Sydney Morning Herald, 8 July 1852. 

25. Sydney Morning Herald, 22 July 1852. 

26. Ibid., 23 July 1852. 
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government drew near. (An earlier Chamber of Commerce, founded 
in January 1839, seems to have ceased existence in the middle of 
1842.27) It proceeded as its first main task to frame a tariff for the 
guidance of the government. A sub-committee reported in December 
1850 criticizing the complexity of the existing tariff, and recommend- 
ing reduction of duties on spirits and tobacco, a general 5 per cent ad 
valorem rate in place of the mixed specific and ad valorem schedule in 
force, and some additions to the free list. This did not have quite the 
beautiful purity of the proposals made in Melbourne and Hobart, 
but its leading principles were, similarly, simplicity and freedom of 
trade.28 Although the Chamber’s opinion on the existing tariff was 
sought and given in May 1851,?° it was with some consternation that 
its members viewed the tariff introduced into the Legislative Council 
in September. There were a number of welcome reductions but these 
were counterbalanced by other increases in duties, the complicated 
mixed scale was still retained, and the ad valorem rate increased from 
5 to 10 per cent. The Chamber, at a special meeting, while rejecting a 
motion in favour of the assimilation of the South Australian tariff 
to that of the neighbouring colonies, framed a prayer that the govern- 
ment’s tariff should be replaced by its own.*® This had some effect. 
A number of proposed increases were abandoned, but the tariff still 
remained in its opinion too cumbrous. The bill as passed had been 
reserved by the Governor on a legal scruple. The Chamber hoped that 
the Crown would disallow it as not being in accord with the spirit of 
the age ;°! an odd attitude for members of a community just accorded 
fiscal autonomy. The Act was approved and in fact need not have 
been reserved. The Chamber did not cease its efforts, and the tariff 
passed at the end of 1853 embodied at last the ‘‘simple and convenient”’ 
schedule which it had been advocating for three years.*2 Apart from 
the spirit and tobacco duties, the tariff now consisted mainly of a 
uniform 5 per cent ad valorem rate; and the free list was extended. 
When Latrobe notified the governors of the other colonies of his 
government’s intentions in framing their very first tariff, he was no 
doubt remembering Lord Grey’s instructions that he should communi- 
cate at least with New South Wales before introducing legislation to 
alter the existing duties. But the nature of the tariff had not been 
laid down; and there was a certain missionary pride in the way in 
which the newest colony set an example of commercial enlightenment 


27. The Minute Books of both bodies are in the South Australian 
Archives. 


28. Chamber of Commerce Committee Minute Book, 1850-5, 19 Decem- 
ber 1850. General Meeting Minute Book, 1850-63, 4 August 1851. 

29. General Meeting Minute Book, 5 September 1851. 

30. General Meeting Minute Book, 5 September 1851. 

31. General Meeting Minute Book, 2 August 1852. 

32. General Meeting Minute Book, 7 August 1854. 
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and invited the other colonies to follow it. As we have seen, Van 
Diemen’s Land and New South Wales did adopt very similar tariffs, 
though for reasons which had no direct relation to the example of 
the Victorian Government. South Australia was unable, in this as in 
many other cases, to feel itself at one with its eastern neighbours. The 
Lieutenant-Governor, on receiving Latrobe’s outline of the proposed 
Victorian tariff, minuted that it would be desirable, if possible, to 
have a uniform tariff for all Australia, even if some revenue had to 
be sacrificed, and asked for a report (May 1852). This was conclusive. 
If the Victorian tariff were adopted in South Australia there would 
be a loss of two-thirds of the customs revenue. The only advantage to 
South Australia of the adoption of a uniform tariff would be the 
disappearance of an inducement to smuggling. It was delicately sug- 
gested by the Colonial Treasurer that the tastes and habits of South 
Australia were such that the large consumption of spirits and tobacco 
on which Victoria could rely for revenue was not to be expected: their 
revenue came much more largely from duties on respectable imports 
like groceries and drapery. The officials were unanimous in rejecting 
the Victorian model tariff; and South Australia continued to pursue 
her independent course.*? 

There was no secret about the actions of the Chambers of Com- 
merce. There was a conspiracy of merchants but it was an open con- 
spiracy. There was no question for instance of the merchants, in their 
own interests as importers, fighting the threat of a protective tariff. 
That issue was to arise a decade later in Victoria but it had no place 
in the moves of 1852. The framers of the tariffs which the merchants 
suppressed accepted the general principles of Free Trade as heartily 
as they did themselves. The issue was thus partly administrative. There 
was no doubt that the system of ad valorem duties was, as the mer- 
chants said, vexatious and conducive to fraud. (The one Hobart mer- 
chant who preferred ad valorem duties rather than heavier taxation 
on articles such as tea and sugar consumed by the poor man was 
asked whether he was aware that costs of collection would be heavier. 
He replied : ‘‘ Not so much as is thought if we all went to the Customs 
and paid the duty.’’) And further, these were exceptional times. 
With immigrants pouring in, with Hobson’s Bay thick with abandoned 
ships, with Latrobe writing that every third vessel sent from England 
ought to be a provision ship and every fourth filled with building 
materials, the sheer administrative difficulties of checking cargoes on 
the basis of a complex tariff schedule would have been considerable, 
and the cost of collection high. 


33. South Australian Archives, C.S.0, Corr., 1852. 1803, 1655, 1656, 
1657. (Letters from Victoria; memoranda and reports on Victorian tariff, 
April-May 1852.) 
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What did the merchants gain? Certainly a great deal in personal 
convenience and something in the administrative expenses of business 
by the institution of a childishly simple tariff in place of duties on 
nearly all imports, requiring complicated paper-work by importers. 
This would have been enough to account for their preference, other 
things being equal, for the simpler tariff. Perhaps at this superficial 
level of direct financial advantage they gained a little more. Thus, in 
criticizing taxation of necessaries and exemption of luxuries under 
the tariff proposed by the Hobart Chamber of Commerce, the Cornwall 
Chronicle maintained that ‘‘ When it is recollected that the merchants 
get those goods from the exporters on credit, extending from six to 
twelve months, and receive payments for them from the retailers, 
even before they are called upon to pay themselves, it appears very 
extraordinary that they should desire to tax the necessaries of life, in 
order to relieve themselves from the very trifling inconvenience of 
advancing the small amount of ad valorem duties which it is proposed 
to levy upon the exportation (sic) of expensive luxuries.’’*4 

The most obvious comment, of course, upon the classical Free 
Trade revenue tariff such as the merchants forced on the colonies and 
as it existed in Britain for some eighty years, is that it is prima facie 
regressive—that with duties only on necessities and conventional neces- 
sities the poor are likely to pay away a larger proportion of their 
incomes in indirect taxation than the rich. In the absence of income 
taxes or of any substantial transfers through social services this was 
a point which did not escape critics. ‘‘A clumsy scheme to tax the 
poor for the exclusive benefit of the merchants,’’*> was one comment. 
The Hobart merchants in particular took pains to refute this charge, 
claiming to demonstrate, on the basis of what they presented as typical 
budgets for high, middling and low incomes, that the taxation paid 
by the poorer man would be the same under their scheme as under 
Denison’s.* Without figures of income-distribution there is no way 
of arriving at a conclusion on this question. All that need be said here 
is that while on general grounds it is likely that the new tariffs were 
more regressive in effect than the alternatives which had been sug- 
gested, it seems naive to assume that the merchants as a class were 
aiming at this effect, that they were acting for ‘‘the rich’’. Their 
political differences with the most prominent section of ‘‘the rich’’, 
the squatters, were already sharpening into animosity which was to 
place the merchants on the liberal side in the constitutional struggles 
of the next few years; before long, for instance, the Sydney Chamber 
of Commerce was petitioning the Government to impose taxes on the 

34. Cornwall Chronicle, 21 January 1852. 

35. Cornwall Chronicle, 21 January 1852. 


. 36. Van Diemen’s Land, Votes and Proceedings of the Legislative Coun- 
ew, 1852. 1st Session, Report of Select Committee on the Tariff. 
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property of absentee proprietors rather than to raise tariffs. But in 
any case the calculation of incidence would have been difficult to make. 

It does not seem, either, that much weight can be given to the idea 
that exemption from duties of a wide range of miscellaneous goods, 
and especially luxuries, was considered likely to result in largely 
increased sales and profits. For the specific duties proposed by Denison 
and Deas-Thomson were light, intended to be no higher than the 5 
per cent ad valorem which applied to goods impossible to charge per 
weight or quantity. There was no doubt something in this; but it could 
hardly have been an important consideration given the condition of 
markets in the gold-rush days. 

More than immediate considerations of this kind, which seem 
to project back too far motives which did assume real importance in 
the various colonies in later years, we should perhaps stress the general 
security which the merchants would feel in the establishment of 
extreme Free Trade tariffs. There was yet no serious demand for pro- 
tection but the issue had been raised. Either for protection or for 
inerased revenue, a general tariff on imports was easy to alter by 
revising rates of duty upwards. It would be harder to alter the whole 
principle of a tariff. 

On the whole, however, we should not look too far beyond the 
reasons given for their tariff by the merchants themselves at this time 
though we should look a little farther. ‘‘This time’’ was the years 
1851-2, and things were different not many years later. But the main 
interest of the story lies in its impressive demonstration of the soli- 
darity and effectiveness in action of the merchant classes of the colonies. 
That they should have been so completely successful illustrates well 
the rise to political maturity of an economic class in Australia—the 
business men. 

This, then, was the situation at the end of 1852, when four eastern 
colonies of Australia had all exercised their powers under the Aus- 
tralian Colonies Government Act and framed tariffs for the new era 
of self-government according to their wishes. Three of them had very 
similar, though not identical, tariffs of the classical free-trade kind, 
comprising revenue duties on a small number of articles of wide con- 
sumption mostly of a kind (except spirits and tobacco) not produced 
locally. Ad valorem duties, the béte noire of the merchants, had been 
abolished. Differential duties in favour of Britain had been abolished. 
The old arrangements for mutual exemption between New South Wales 
and Van Diemen’s Land, abrogated already by Van Diemen’s Land, 
had now been completely abolished. The South Australian tariff was 
more complicated in retaining a mixture of ad valorem and specific 
duties on a wide range of articles but though differing in method was 
equally intended to be merely an instrument to raise revenue. 
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It was not merely tariffs which were simplified to suit the pro- 
gressive notions of the modern world. In South Australia all harbour 
and port dues had already been abolished in 1845. Both New South 
Wales and Victoria now followed the South Australian example though 
a retreat from this enlightened position was soon to be forced on them. 

Governors and editors as well as the Chambers of Commerce joined 
in self-congratulation on this lead given to the world—for it was the 
fact that in the application of the principles of commercial freedom 
the Australian colonies were in advance even of Britain herself. Fitz 
Roy regarded the new tariff of New South Wales as ‘‘the most impor- 
tant measure of the Session or perhaps of any administration’’.®” 
Latrobe rejoiced at the passing of ‘‘the odious and now exploded sys- 
tem’’ of ad valorem duties, now replaced by a measure well calculated 
“to afford perfect freedom of trade and yet obtain a Revenue sufficient 
for the requirement of the country’’.*8 Lord Grey, who had left office 
in February 1852, would indeed have been gratified by the enlightened 
spirit with which the colonies entered the new era in their history, 
begun in any case by the Australian Colonies Act and now made in- 
finitely more significant by the vast and unforeseeable changes brought 
by the discovery of gold. 

Thus at the beginning of the first century of their history as in- 
dependent and self-respecting communities the Australian colonies 
momentarily anticipated a harmonious and prosperous future of com- 
mercial freedom. They were forbidden, it was true, to extend prefer- 
ences to one another ; but they had yet no desire to use them. The recent 
separation of Victoria and the beginnings of river-navigation on the 
Murray might raise problems of the movement of goods across the 
political boundaries which had not vexed the officials of the ‘‘colonial’’ 
era. But these could surely be solved by good will and good sense. 
Meanwhile the few discordant notes—James Martin, in New South 
Wales, suggesting that merchants were not disinterested advisers on 
import duties; the Geelong Advertiser in Victoria complaining that 
“‘the agricultural interest is to be mercilessly sacrificed to the com- 
mercial’’—could be ignored. 

J. A. La Nauze 
University of Melbourne. 


37. Fitz Roy to Pakington, 5 February 1853. Transcripts of missing 
despatches, M.L. 

38. Latrobe to Pakington, 2 December 1852. Despatches from Lieut.- 
Governor of Victoria, M.L. 





NOTES 
ND THE WELFARE THEORY OF TAXATION 
The purpose of this note is to extend the analysis of direct and 
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indirect taxation, the controversy over which seems to have been settled 
by Mr. Little, to include an explicit consideration of saving. We shall 
find, as we might expect, and indeed as Mr. Little suggested,? that a 
tax on unearned income will lead to a non-optimum situation similar 
to that caused by a tax on earned income. The method to be employed 
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, 
is, first, to investigate the consequences of a tax on the unearned income 
of the individual, second, to generalize the analysis for the community 
as a whole, and, third, to adopt Mr. Little’s device of examining the 
equality of the marginal rates of substitution and transformation for 
each pair of goods in turn in order to make comparisons of the different 
methods of taxation when unearned income is taken into account. 


1. Taxation of the Unearned Income of the Individual 


The method is provided by Professor Boulding’s diagrammatic 
representation of his ‘‘Rational Theory of Saving’’.* In Figure I 
consumption in the first year is measured along the horizontal axis 
and consumption in the second along the vertical. If the distribution 
of consumption through time is identical with the distribution of 
income receipts through time the position of H is established where 
RH is equal to earned income received in the first year and OR to 
earned income due in the second year. If the individual can lend or 
borrow at a zero rate of interest his consumption opportunities for the 
two years are given by the line AA’ through H at 45° to the axes. Since 
we assume that earned income in the first year exceeds earned income 
due in the second (so that lending is consistent with a normal time 
preference) we shall not be concerned with those parts of the oppor- 
tunity lines which lie to the right of H. We also assume that, whatever 
total income may be for the two years together, the whole is spent in 
the same period, and no idle balances are kept. If the individual can 
lend or borrow at a rate of interest, 1, his opportunity line becomes 
BH of slope (1+ 7). He is presumed to be in equilibrium at a point 
such as M where the marginal substitutability of consumption through 
time is equal to the price of substitution (for simplicity, we omit the 
indifference curves). Consumption in the first year is RS and saving 
SH which, lent at 7, produces SM in the second year when consumption 
is equal to SM plus OR. 

The introduction of a proportional tax on unearned income has 
the same effect as a reduction in the rate of interest. If the lender pays 
the whole of the tax the opportunity line is lowered to HC of slope 
(1+7—<it) where ¢ is the rate of tax (a progressive tax could be 
represented by bending or kinking H@). The chosen position on the 
post-tax opportunity line is N (which may lie to the left or to the right 
of M since the substitution and income effects of the tax work in 
opposite directions. No a priori conclusions can be reached concerning 
the effects of the tax upon the supply of savings. Putting N to the 
right of M, as is done here, is entirely arbitrary). Now saving in the 
first year is TH, producing a gross yield of TU in the second, of which 
UN is paid in tax. To make a ‘‘comparison”’ of this tax with a tax 


3. K. E. Boulding: “Economic Analysis” (revised ed.), pp. 746-52. 
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on earned income it is only necessary to draw DN parallel to BH, 
showing the opportunities which would confront the individual if a 
sum equal to UN were raised by the taxation of earned income.‘ The 
convexity assumption does the rest, i.e. there is a point on DN such 
as P which is preferred to N. All that this proves, however, is that a 
tax on unearned income prevents the individual from reaching an 
optimum position in the loans market, while other forms of taxation, 
which leave the slope of this particular opportunity line unaltered, 
do not. 

There is, however, a serious objection to even this limited conclu- 
sion. Mr. Little has complained that in the traditional excess-burden 
argument there is no reference to marginal costs.5 Milton Friedman 
makes the same objection when he argues that ‘‘. . . the analysis of 
a tax on one consumer alone cannot be generalized directly to a tax 
on all consumers. . . .’"® The implicit assumption of the foregoing 
analysis is that the marginal rate of transformation, which in this case 
is the borrower’s marginal rate of substitution, continues to be repre- 
sented by the slope of the pre-tax opportunity line. Since, however, 
a tax on all unearned income is likely to alter the total amount bor- 
rowed and hence the gross rate of interest with which the borrower’s 
rate of substitution will be equated, this assumption is not legitimate 
in an argument which purports to apply to the whole community. We 
therefore require a construction which will show simultaneously the 
rates of substitution of all the lenders and borrowers in the community. 

A box diagram, measuring the total expenditure of the two years 
and containing borrowers’ and lenders’ offer curves, would serve the 
purpose. It is, however, hardly necessary to draw it for it can only 
show what is already obvious: that, if unearned income is taxed, the 
interest paid by borrowers and the interest received by lenders are 
unequal and so, therefore, are their marginal rates of substitution be- 
tween present and future expenditure. Thus the proof that taxation 
of the unearned income of the indidivual leads to a non-optimum 
position is easily extended to the whole community. 


Il. Comparisons 


It remains to extend Mr. Little’s comparison of direct and indirect 
taxation to include saving and take account of our partial conclusion 


4. It does not matter whether it is the earned income of year one or 
of year two or of both that is to be taxed. The new trading origin in any 
case lies on DN produced, directly to the left of, directly below, or to the left 
of and below H as the case may be. 

5. Op. cit., p. 578. 

6. “The ‘Welfare’ Effects of an Income Tax and an Excise Tax”, in 
Journal of Political Economy, Vol. LX, No. 1, Feb. 1952, p. 25; Prof. C. G. 
Phipps: “Friedman’s ‘Welfare’ Effects”, in Journal of Political Economy, 
Vol. LX, No. 4, August 1952, p. 332, and Friedman’s “Reply”, same number, 
p. 334. See especially p. 335 of the “Reply”, from which this quotation comes. 








int 








MAY 
BH, 
The 


such 
at a 


are 


ion 
um 


eft 


in 


ny; 
er, 
es, 





1955 SAVING AND TAXATION 93 


that a tax on unearned income leads to inequality in the marginal 
rates of substitution and transformation between present and future 
consumption. To do this, we shall adopt Little’s method, already re- 
ferred to, of comparing the two rates for each pair of goods considered 
under each method of taxation. Little had three goods, X, Y and Z 
(leisure), and two methods of taxation, direct (tax on Y) and indirect 
(tax on X). He found that the two methods are symmetrical in as 
much as both lead to inequality between the marginal rates of substitu- 
tion and transformation for two of the three pairs (taxation of Y 
leads to inequality for the pairs (Z, Y), (Z, X) and taxation of X to 
inequality for the pairs (X, Y), (X, Z)).? 

Now to Little’s system we must add another good, 8, saving or 
future consumption, another of method of taxation, a tax on S, and 
the knowledge that a tax on S leads to inequality in the rates for the 
pair (S, Y). We now have: 


Case I. Tax on Y.—The rates are unequal for the pairs contain- 
ing Z, (Z, Y), (Z, X) and (Z, 8), but are equal for the pairs (X, Y), 
(X,S) and (Y, S). The equality for the last pair (Y, S), was demon- 
strated in Figure I, where we showed the effects of a tax on earned 
income with the opportunity line DN. The inequality for the pair 
(Z, 8) follows from the inequality for (Z, Y) since leisure can only 
be transformed into future consumption via present income. 


Case II. Tax on X.—To the known inequalities—for (X, Y) and 
(X, Z)—we ean add (X, 8). The equality for (Y, Z) is undisturbed 
and so it is for (S, Y) and (S, Z). 


Case III. Tax on S8S.—We have already seen that this produces 
inequality in the rates for the pair (S, Y). It must, however, cause 
inequality for all pairs containing 8, (S, X) and (S, Z) as well as 
(S, Y). Equality for the remaining pairs, (X, Y), (X, Z) and (Y, Z), 
is not upset. 

In each of these cases in which only one good is taxed the conse- 
quence is inequality in the rates for three of the six pairs. Hence, 
as long as we confine ourselves to comparisons of different methods of 
imposing a tax upon a single good, the symmetry between direct and 
indirect taxation demonstrated by Little is undisturbed by the intro- 
duction of saving, and a tax on unearned income is, by the present 
welfare criterion, no better and no worse than the other two taxes. 
For an income tax as it is often understood, however, we have 

Case IV. Taxation of both Y and S.—Marginal rates of substitu- 
tion and transformation are unequal for every pair save (X, Y). 

We may now conclude that welfare economies provides no grounds 
fur preferring one method of taxation to another save on the highly 


7. Little, op. cit., p. 581. 
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artificial assumption that, while an income tax, properly interpreted, 
means the taxation of two goods, an excise tax means the taxation of 
one only. The argument for a poll tax, of course, remains but this, for 
reasons beyond the scope of conventional welfare economics, is not 
very important. More interesting is the application of the same argu- 
ment to subsidies. Messrs. Peacock and Berry® have neatly reversed 
the excess burden argument to show that a consumer will derive a 
greater increase in welfare from a subsidy added directly to his income 
than from one of the same amount which reduces the price of some 
commodity. There is no reference in this argument to leisure and Mr. 
Little appears to include these writers in his list of those who have 
offended by omitting a variable,® but it is not quite certain that he 
should. If an ‘‘income subsidy’’!® means a flat-rate subsidy such as 
a children’s allowance, then it is a poll subsidy which cannot cause 
the price received for effort to diverge from the price paid. Hence if 
a poll subsidy be compared with a food subsidy, the Peacock and Berry 
argument is correct. An income subsidy could, however, mean some 
arrangement in the tax structure such as the dependents’ allowance, 
so that the actual amount of subsidy varied with income. There is 
nothing to choose between such a subsidy and a food subsidy and 
both are clearly inferior to a poll subsidy. 


G. C. ARCHIBALD 
University of Otago, 
Dunedin, N.Z. 


8. A. T. Peacock and D. Berry: “A Note on the Theory of Income 
Redistribution”, in Economica, N.S., Vol. XVIII, No. 69, Feb. 1951, p. 83. 

9. Little: op. cit., p. 577 note. 

10. Peacock and Berry: op. cit., p. 86. 
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“THE BALANCED-BUDGET THEOREM’’ 


The ‘‘balanced-budget theorem’’ holds that an increase (decrease) 
of the same amount in both real government expenditure and real tax 
eollections will lead, other things remaining unchanged, to an increase 
(decrease) in real national income.! This proposition can be established 
for a model in which the level of tax collections is a known or auto- 
nomous variable simply by deriving the multipliers for government 
expenditure and tax collections.2 Such a method, however, will not 
suffice for a model in which the level of tax collections is an wnknown 
because, in this case, there will, of course, be no tax collections multi- 
plier. A rather different-method must be employed for a model of this 
type and it is the object of this note to explain the method in terms 
of a simple model in which the level of tax collections is a linear 
function of national income. 

The model to be used is the following: 


C=a+bdx 
T=d+eY 
xX=Y—-—T 


Y=C+I1+G+E-—M 
Here C denotes real consumption expenditure, X real disposable in- 
come, T real net tax collections, Y real national income, G real govern- 
ment expenditure, I real net private investment expenditure, E real 
exports, and M real imports. The letters a, b, d, and e denote, of course, 
known constants. 

We shall think of the tax function in this model as being based 
on some assumption about the tax structure. This will permit us to 
represent a change in the tax structure by a shift in this function or 
by a change in the constant, d; and this, in turn, will enable us to say 
that the change in real tax collections which results from a change in 


1. The statement of the theorem presented by both Samuelson and 
Smithies differs from the above in adding that the increase (decrease) in 
national income will be equal to the increase (decrease) in government 
expenditure. This addition is, however, true only of the very simple model 
with which these authors are concerned. The only proposition which is true 
of all models appears to be the more limited one given here. See Samuelson: 
“The Simple Mathematics of Income Determination”, in Income, Employment 
and Public Policy (W. W. Norton, New York, 1948), p. 140; and Smithies: 
“Federal Budgeting and Fiscal Policy”, in A Survey of Contemporary 
Economics, edited by Howard S. Ellis (The Blakiston Company, Philadel- 
phia, 1948), p. 188. 

2. See, for example, Smithies, idem, p. 188, footnote 20. 
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the tax structure with unchanged national income is given, in terms of 
our model, by 


AT= Ad+eAY 
= Ad+0 
= Ad 


There is a further preliminary point which is closely related to 
the one just discussed. It will be noticed that our model allows real 
tax collections to change in two ways. In the first place real tax collee- 
tions can change through a change in the tax structure with un- 
changed national income. In this case, as we have just seen, we have 


AT = Ad 


Alternatively, a change in real tax collections can occur through a 
change in national income with an unchanged tax structure. In this 
case we have 


AT= Ad+eAY 
= 0 -- eAY 
= 6A x. 


When we refer to ‘‘a change in real tax collections’’ in the subsequent 
discussion we shall mean a change of the first kind. 

Let us now see how the theorem can be established for our simple 
model. First we solve for Y in terms of the constants and the variables 
I, G, E, and M. The solution is 

—bd+I E—M 
act Bosh Bi dase «ta. a: 
1— [b(1—e)] 

If we assume that there is a change in real tax collections and in 
real government expenditure and that everything else remains un- 
changed, we can say from (1) that 

—bAd+ AG 
Y =——__.——. oS Sa 
ee ee (2) 
If we assume further, as the balanced-budget theorem does, that the 
change in real tax collections and the change in real government ex- 


penditure are the same in both amount and direction, we can rewrite 
(2) as 


ely 
AY - AG 1 es | . . . . (3) 


From (3) it follows that AY will have the same sign as AG provided 
1—b 
1— [b(1—e)] 


that the expression is positive. 
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This expression is positive so long as b and e are less than +1. If 
b is less than +1 the numerator of the expression is a positive fraction. 
If both b and ¢ are less than +1, b(1 — e) is a positive fraction and so, 
therefore, is 1 — [b(1 — e)]. Thus, if both b and e are less than +1, 


1—b 
[b(1—e)] 
are positive and the expression as a whole is, therefore, positive also. 

We conclude, therefore, that if both b and e are less than +1, AY 
has the same sign as AG. But this amounts to saying that the balanced- 
budget theorem holds for our model provided that both b and e are 
less than +1. 

The constant, b, is, of course, the marginal propensity to consume 
from disposable income and the constant, e, the marginal tax rate. 
Both can reasonably be regarded as less than +1. Thus the conditions 
which must be met if the theorem is to hold in the present case are 
not in the least strict. 





both the numerator and denominator of the expression 5 


A. Haaeer 
University of Tasmania. 





ECONOMIC SURVEY OF NEW ZEALAND, 1954* 


The theme of this latest annual official survey is the marketing 
of primary products, occasioned by the new situation arising from the 
termination of the bulk purchase contracts, which have been a feature 
of external trade during the past fifteen years, and the reopening 
of free markets for meat and dairy produce. Some thirty pages are 
devoted to this topic, but as the review is largely an historical account 
it has little relevance for current problems. We find only in the final 
one and a half pages a discussion of market prospects and, as usual 
on such occasions, emphasis upon the importance of limiting cost 
increases. 

Yet when we turn to the review of recent developments in New 
Zealand, it is difficult to accept the ‘‘ evidence of closer balance between 
the demand for goods and services and the supplies available’’. During 
the June year 1953-4 the consumer price index rose by 6 per cent 
compared with 4 per cent in 1952-3. Although the general wage order 
dating from September 1953 stimulated this rise, the price increase 
cannot be associated entirely with this necessary income adjustment; 
in the quarter preceding the wage pronouncement, prices rose 11 
per cent. Furthermore, when the institutional wage structure is inti- 
mately related to the price index, any assessment of future trends 
should anticipate further adjustments to offset price increases subse- 
quent to the recent wage announcement. 

Progress has been made in two sectors during the past year. First, 
an overall surplus of £6°8 million was recorded in government accounts 
though this achievement may have been largely fortuitous for expendi- 
ture upon capital works was about £7 million lower than indicated in 
the original budget estimates. Secondly, a pleasing feature of New 
Zealand’s overseas exchange transactions, which were in surplus to the 
extent of £25°2 million during the June year 1953-4, is that exchange 
allocations for imports have been broadly satisfying the demand. The 
improvement in the balance of payments has been more apparent than 
real for external government borrowings of £12-°8 million were about 
one-half the total surplus and business inventories fell by £21 million 
in the March year 1953-4. Subsequent to the presentation of this sur- 
vey, the removal of the exchange allocation system was announced. 
The impact of this measure should be beneficial if the unfortunate 
episode of the 1951-2 payments crisis is not repeated with the conse- 
quent depletion of exchange reserves. In short, within this new environ- 
ment the limitation of domestic inflation becomes imperative. 


* New Zealand House of Representatives: B-5. pp. 68. 
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Yet it is with those same fields of monetary policy and investment 
which have been sources of disequilibrum in the past that doubts upon 
the ability to control inflation must rest. Trading bank credit rose by 
£22:6 million in the March year; since then advances, seasonally cor- 
rected, have increased from £146 million to £163 million on 21st July 
1954. The volume of money rose £57°8 million in the March year— 
about 21 per cent. For the present this expansion has not greatly 
affected the demand for goods, but there has been considerable activity 
in the share market as shown by the rise in the index of company 
share prices from 1,420 in April 1953 to 1,628 in April 1954. Never- 
theless a greater part of the increased volume of money has now been 
absorbed in government balances with the Reserve Bank and by the 
increased statutory reserve requirements of trading banks effective 
from the 3ist May 1954. With the raising of the Reserve Bank discount 
rate from 14 per cent to 34 per cent in addition to higher reserve 
requirements, it is to be hoped that the long overdue revival of mone- 
tary policy is being undertaken for, as the Reserve Bank states in its 
annual report, ‘‘the immediate problem to be faced in economic and 
financial policy is . . . renewed inflationary pressures’’. 

The review of international economic conditions is based upon 
a theme of balance. Most attention is devoted to sterling convertibility 
and the effects of United States recession ; in this context it is enlighten- 
ing to read, in view of New Zealand’s reluctant attitude towards the 
International Monetary Fund, ‘‘this reserve (the gold and dollar 
reserve) is not sufficient to support sterling convertibility. Progress 
towards convertibility of sterling will depend partly on the availa- 
bility of supplementary reserves from sources such as the I.M.F.’’ As 
the assistance will in all likelihood be related to members’ quotas, New 
Zealand participation would increase the additional reserve and pro- 
vide real evidence of the desire for international co-operation. 

W. P. Hogan 
Wellington. 


THE TARIFF AND MANUFACTURING EMPLOYMENT 
IN VICTORIA, 1860-1900 


A sufficient length of time has elapsed, since the question of the 
desirability of protection in pre-Federation Victoria receded from the 
columns of the daily press, to allow the economic historian to adopt 
his customary role of appearing wise after the event. And before this 
Great Debate of the nineteenth century becomes established in Aus- 
tralian mythology some of the discoverable facts of the matter ought 
to be recorded. This note is intended to be a summary of the informa- 
tion that may be extracted from the official statistics of manufacturing 
employment in the colony, concerning the effects of the protectionist 
policy. 

When by about 1890 the level of manufacturing employment in 
New South Wales had come to bear a remarkable similarity to that 
for Victoria, the most obvious, and perhaps the most commonly used, 
of the arguments for protection had become decidedly suspect.! But 
when recourse is had to the Victorian Statistical Register covering the 
period from the middle of the ’sixties to the ‘nineties, it is strongly 
suggested that protection did some of the things it was intended to do, 
for all the embarrassment intercolonial comparisons must have occa- 
sioned the rabid type of protectionist. 

The first point which emerges is that there can be found to exist 
a rough coincidence between upward irregularities in the total number 
of factory hands and the imposition of major tariffs in the three 
decades after 1860. The chart depicting employment in Victorian 
manufactories is characterized by a generally upward trend to a peak 
in 1889, the upward movement being clearly divisible into four waves 
of increase. Now, it so happens that, with the exception of the remark- 
able boom period 1886-9, every main spurt in the generally upward 
trend of manufacturing employment was immediately preceded by 
an important tariff. Every major tariff before 1889 was imposed in 
a period of recession and followed by a period of intense activity. 
And this was most clearly the position in the case where there were 
two heavy tariffs imposed, at a time when the employment figures 
were nearly constant. These were the tariffs of 1878 and 187922 

1. This point apparently never occurred to David Syme who, as Editor 
of the Melbourne Age from 1860 to 1908, adhered scrupulously to the pro- 
tectionist “line” for the official acceptance of which in Victoria he more 
than any other single person was responsible. But although Syme’s faith 
in the rightfulness of his cause showed no sign of wavering in public, even 


he must surely have had some private misgivings. 
2. The other tariffs referred to are those of 1867 and 1871. 
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One inference which might be drawn from this is that major 
tariffs tended to be imposed at times of relative stagnation of indus- 
trial progress and that the passage of tariff acts tended to be a creature 
of economic conditions, with the protectionist propaganda barrage 
achieving its most successful results when conditions relating to em- 
ployment opportunities in Victorian manufactories were most favour- 
able to the reception of protectionist ideas. But the point to be empha- 
sized is that there is nothing in the period 1860-89 to suggest that 
protective tariffs were not effective in stimulating manufacturing 
industry. 

An examination of the effect of tariff impositions on particular 
industries adds weight to this finding. For the 46 reasonably large 
protected industries, in 86 out of 110 cases there was an upward dis- 
continuity in the employment figures following the imposition or in- 
crease of a tariff duty or a downward discontinuity after the decrease 
or removal of a duty. As decreases and removals were rare, we can say 
that in about three-quarters of the cases examined employment reached 
a higher level immediately after a tariff duty than would have been 
expected from the trend of employment before the imposition of the 
duty. 

There is more chance of getting an upward than a downward 
discontinuity regardless of the existence of tariffs but this can hardly 
be considered as nullifying the apparent tendency which is, of course, 
to be expected on @ priori grounds, for protection to give a stimulus 
to employment in the protected industry. 

There is little evidence in the statistics for the thesis that industries 
responded to the tariff according to the nature of the goods they pro- 
duced. But if we classify industries which grew to a reasonable size*® 
in the period in Victoria according to whether they were heavily pro- 
tected, moderately protected,‘ or unprotected, we find, firstly, that of 
the fifteen unprotected industries all either had a natural protection 
of their own or were of the semi-agricultural or semi-pastoral nature 
which is a prominent feature of most early colonial economies. 

Secondly, there was a tendency for heavily protected industries 
to be more positively affected by the tariff than moderately protected 
ones. This may simply be evidence of the ability of the people who 
framed the tariff to pick winners, but since it has just been seen that 

3. An industry of “reasonable size’ is here defined as one which in 
any one year in the period 1860-95, employed one hundred hands or more. 

4. The division of protected industries into heavily protected and 
moderately protected industries is arbitrary but useful. In the main, heavily 
protected industries are those which received fairly constant attention from 
the legislators over the period in the form of a series of increases in the 
duties on the goods they produced, finally culminating in something between 
25 per cent and 45 per cent ad valorem in 1889 or 1893. The important heavily 


protected industries were the clothing industries, boots and shoes, coaches 
and waggons and manufactures of metal. 
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there was no clear tendency for the degree of response to the tariff 
to be related to the type of industry concernd, it could be a further 
manifestation of the effect of the tariff on the trend of development. 

As far as the depressed period of the ‘nineties is concerned, there 
is little in the statistics of manufacturing employment to suggest that 
the tariff was a factor of much importance. The possession of a pro- 
tective duty was no passport to escape from the influence of depressed 
conditions in any industry. Only three industries did not experience 
falls in employment some time between 1889 and 1893 and in each 
case this comparative prosperity could be attributed to special causes. 
The reaction of the various industries to depression seems to have 
depended very largely on whether or not they were producing a 
durable type of good and very little on their degree of protection. There 
does seem to be some evidence, however, that the tariff of 1889 delayed 
the impact of the depression in the industries it protected. 

A further question to which something of an answer may be 
derived from the official statistics concerns the effect of protection on 
the size of the average factory in Victoria. In 1889 the average Vic- 
torian factory employed 17°8 hands, while its counterpart in New 
South Wales employed only 14:7 hands. Can this difference be attri- 
buted to protection in Victoria? The answer based on analysis of the 
statistics industry by industry fs in the affirmative. From a classifica- 
tion of the large industries common to both colonies according to their 
degree of protection in Victoria, we find that whereas eighteen out 
of twenty industries consisted of larger average-sized establishments 
in Victoria in the heavily protected industries, in the unprotected 
group only eight out of twenty were larger. In Victoria the average 
number of employees in each establishment in the heavily protected 
industries was 24°6, in moderately protected industries 15-7 and in 
unprotected industries 11:8. Again classifying New South Wales in- 
dustries according to the degree of protection their counterparts re- 
ceived in Victoria, the figures are, in heavily protected industries 19°4 
hands per establishment, moderately protected industries 10:7 and 
unprotected 15:8. 

Another comparison with New South Wales will provide us with 
some statistical support for the contention that protection had the 
effect of distorting the distribution of the work force in manufacturing 
industry that would have existed in a free-trade Victoria. It can be 
shown that, in 1889, industries which were heavily protected in Vic- 
toria took 55 per cent of the total employed in manufacturing, whereas 
the same industries in New South Wales only made up 46 per cent 
of the total. 


What observations, then, can be made concerning the effect of 
the tariff on Victorian manufacturing industry on the basis of the 
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employment returns as published in the Statistical Register? This 
question can best be answered in terms of the long and short run. In 
the short run, protection seems to have occasioned a more rapid develop- 
ment than would have otherwise taken place and made for a higher 
level of manufacturing employment. And it probably caused an earlier 
development than took place in New South Wales. The tariff in the 
sixties and seventies stands out as the most important single factor 
making for manufacturing development. 


Employment in Manufactories, (’000), 1860-1900 
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If we take the short run as coming to an end at about the begin- 
ning of the ’eighties, we can distinguish longer run effects concerned 
with the distribution of the manufacturing work force between indus- 
tries and the size of factories. The significant thing, by about 1890, 
is not so much that manufacturing employment has increased in toto 
but that there has been a tariff-induced development in favour of 
heavily protected industries, of which clothing and boots and shoes 
are the most obvious examples. And this development has been accom- 
panied by a tendency towards larger scale in those industries. 

The thesis which underlies this note is that not only did the Vic- 
torian protectionist policy stimulate employment in manufacturing 
in the short run but it also had some more subtle economic implications. 
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Assuming that the attempt to develop a native manufacturing industry 
was justified, protection in Victoria was as effective in encouraging 
the growth of industries suitable to Victorian conditions as was free- B 
trade in New South Wales, taking into account the different resources 
of the two colonies. There is a tendency to miss the less obvious rami- 
fications of protection because of the natural excitement with which 








w 
one discovers that David Syme was something of a false prophet a 
after all. st 

W. A. Sincrair 0 
Australian National University. i 
TABLE I f 
Increases in Employment in Manufactories d 
in Victoria, 1868 to 1889 I 
re ee ae ——— F 
Total Employment Rate of Change , 
Year in Manufactories* Per Cent i 
SMI ke se wie ’ 
1868.. .. «- «ss BBS 
1869. .. .. .. 19,618 +13 
1870. .. .. .. 18,599 _ ; 
1871+ co heel ee +13 
1872. .. .. .. 22,484 2 
1678. .. « «> See +12 i 
1874. .. .. .. 29,045 +15 
1875. .. .. .. 80,479 + 5 
1876. «ss 1c ee ~6peee + 6 
i yf ee, + 3 | 
1878} oo (te ee | Bae + 2 
1879; .. .. .. 88,749 — 
1880. .. .. .. 88,709 +12 | 
IBBl . ww te «6B TRO +12 
1882. .. .. .. 46,890 +8 I 
1883. .. .. .. 47,839 + 2 
1884. .. .. .. 49,423 + 3 
1885. .. .. .. 49,985 +1 
1886... .. .. 46,981 — 6 
| ee +8 
ISBB . Oe tk te | =OG TS +11 
TUSO .- 2s te oe OOS + 5 


* Source: Victorian Statistical Register. 
+ Tariff increase. 
Employment in manufactories is not recorded by the Victorian Govern- 


ment Statist before 1868, although a rough estimate can be made, based on 
the number of manufactories recorded. 
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BALANCE OF PAYMENTS EQUILIBRIUM AND MONETARY 
POLICY—A COMMENT 


A fleet-footed survey of a large terrain, unencumbered by too 
much reference to earlier explorations, sometimes yields a fresh 
approach and new vistas. But it runs the risk of missing signposts 
set up by others and ending up with a map less accurate and more 
obscure than was already available. Mr. Familton’s exploration of 
balance of payments equilibrium illustrates the danger.! 

In this brief comment on Mr. Familton’s article, there is no need 
for a full analysis of the problems he discussed. His first subject, the 
definition of balance of payments equilibrium, was exhaustively and 
most satisfactorily treated some years ago by D. G. Badger.2 The 
second, the adequacy of reserves, is covered by the recent I.M.F. 
memorandum which, as Mr. Familton explains, appeared too late to 
be taken into account by him.* The third, remedial measures, has of 
course not been exhausted ; but the most promising analytical approach 
has been worked out by S. S. Alexander* and J. E. Meade® and, with 
reference to a dependent economy like Australia and New Zealand, 
by T. W. Swan® and P. H. Karmel.’ This note, therefore, merely raises 
a few queries about Mr. Familton’s argument. 

Mr. Familton begins by discussing the much discussed distinction 
between ‘‘spontaneous’’ and ‘‘induced’’ capital movements, the signi- 
fieance of which is that the latter ‘‘must be excluded if a meaningful 
deficit figure is to be obtained’’ (p. 211). On this point, his conclusions 
do not differ seriously from Badger’s judicious summing-up of the 
earlier debate ;§ but his path to these conclusions is not always as clear 
as it might be. It is not enough, for instance, to say of equilibrating 
capital movements that ‘‘their distinguishing feature is that without 
a tendency for a balance of payments surplus or deficit they would 
not take place’’ (p. 211), since this would apply also to speculative 
capital flight induced by a deficit which is expected to lead to currency 


1. R. J. Familton: “Balance of Payments Equilibrium and Monetary 
Policy”, in Economic Record, Nov. 1954. 

2. D. G. Badger: “The Balance of Payments: A Tool of Economic 
Analysis”, in I.M.F. Staff Papers, 1951-2, pp. 86-197. 

3. “The Adequacy of Monetary Reserves”, in ].M.F. Staff Papers, 
1953-4, pp. 181-227. 

4. §. S. Alexander: “Effects of a Devaluation on a Trade Balance”, in 
I.M.F. Staff Papers, 1951-2, pp. 263-78. 

5. J. E. Meade: The Balance of Payments (O.U.P.), 1951. 

6. T. W. Swan: “Economic Control ina Dependent Economy” (roneoed), 
Australian National University, 1953; this, and the following, reference will 
not have been available to Mr. Familton when he wrote his article. 

7. P. H. Karmel: Economic Policy in Australia—Ends and Means, 
Economic Society of Aust. & N.Z. (Victorian Branch), 1954. 

8. Op. cit., pp. 138 ff. 
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devaluation. Nor is it quite good enough to settle the treatment of hot 
money movements by saying that ‘‘because of their nature’’ they 
‘‘must also be excluded from the balance of payments for the purpose 
of establishing whether or not equilibrium exists’’ (p. 211). It can 
hardly be maintained, as this seems to suggest, that capital flight exerts 
no pressure on the balance of payments. What Nurkse meant by sug- 
gesting the exclusion of disequilibrating movements of hot money was 
that devaluation was not the appropriate remedy to such pressure and 
that, in this sense, such pressure was no indication of departure from 
the equilibrium rate of exchange. Whether this view can be sustained 
in the light of the disillusioning experience of the intervening years 
concerning the efficacy of exchange controls in preventing such specu- 
lative capital movements is arguable. But Nurkse’s approach was 
sound: the only sensible criterion in defining balance of payments 
equilibrium, in this and other respects, is the pragmatic one whether 
it is practicable to ‘‘offset’’ (finance) pressures or whether it is neces- 
sary to eliminate them by ‘‘remedial’’ (corrective) measures.!° The 
former can be excluded, the latter must be included, and the definition 
needs to be shaped accordingly. Any decision in this matter inescap- 
ably lays some ‘‘responsibility [upon] individual judgment’’, but it 
is judgment in assessing the relative merits of different policies, rather 
than in ‘‘determining when actuality fulfils theory’’ (p. 211). 

A pragmatic approach is equally necessary to the next point dis- 
cussed by Mr. Familton, the period over which the balance should be 
struck in determining the existence of balance of payments equilibrium. 
Nurkse’s suggestion to extend the period to cover an average trade 
cycle was part of his argument that an ‘‘offsetting’’ policy for cyclical 
disequilibria was desirable and that countries should be provided with 
international liquid reserves sufficient to enable them to pursue such 
a policy.!! It is obviously no answer to this argument to say that ‘‘any 
period longer than two years would be too long for the reason that, 
unless substantial reserves were held, action would be necessary to 
halt the loss of reserves’’ (p. 212 f.; my italics). Mr. Familton takes 
it entirely for granted that cyclical deficits must be corrected, not 
offset—so much so that he lumps them together with ‘‘ permanent 
changes in foreign demand’’ and contrasts them with ‘‘temporary 
changes in the main items’’ (p. 212). His reason, we may assume, is 
the sound practical judgment that few countries today possess ade- 
quate reserves to finance a substantial and prolonged cyclical deficit. 

9. R. Nurkse: “Conditions of International Monetary Equilibrium”, 
in Readings in the Theory of International Trade (Blakiston), 1949, p. 8; 
and Badger, op. cit., p. 140 f. 

10. Cf. H. W. Arndt: “The International Monetary Fund and the 
Treatment of Cyclical Balance of Payments Disequilibria”, in Economic 


Record, Dec. 1947, p. 191. 
11. Nurkse: op. cit., p. 7. 
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But if he had formulated this reason explicitly, he might have realized 
that it casts doubt on his own procedure in plumping so firmly for 
two years as the standard period. Surely, it depends very largely on 
circumstances, in particular on the size of a country’s reserves and 
on the authorities’ judgment of the probable length and severity of 
the deficit. It would have been too bad had the Australian authorities 
waited for two years in the summer of 1951-2. 

Mr. Familton next refers to the fact that one can hardly regard 
a country as free from balance of payments difficulties if it succeeds 
in balancing the spontaneous items of its external accounts only by 
special domestic deflationary or commercial policy measures. He recog- 
nizes that it would be meaningless to define balance of payments equili- 
brium in such a way that it is compatible only with completely free 
trade and payments. But even his own definition, in terms of ‘‘adop- 
tion of new trade and exchange control measures’’ (p. 213) is open 
to the objection that the adoption of such measures may be merely 
coincidental with balance of payments difficulties. The crucial point, 
that what matters is the motive for such measures, might be brought 
out by speaking of balance-of-payments ‘‘induced’’ (as contrasted 
with ‘‘spontaneous’’) deflationary or commercial policy measures. 
Better still is Meade’s distinction between an ‘‘actual’’ balance of pay- 
ments deficit defined as ‘‘the actual amount of accommodating finance 
used in any period of time’’ and a ‘‘potential’’ deficit defined as ‘‘the 
amount of accommodating finance which it would have been necessary 
to provide in any period in order to avoid any depreciation in the 
exchange rate without the employment of exchange controls, import 
restrictions, or other governmental measures specially devised to re- 
strict the demand for foreign currencies’’.!2 

Having defined balance of payments disequilibrium on these 
lines,‘? Mr. Familton proceeds to consider what constitutes an adequate 
level of reserves and immediately causes unnecessary confusion by 
stating that ‘‘in almost all countries the type of assets the monetary 
authorities can hold as reserves is prescribed by law’’ (p. 215). A page 
of discussion finally yields the rediscovery of the obvious point made 
by Nurkse ten years ago that ‘‘cover reserves [are] not really inter- 

12. Meade: op. cit., p. 15; for an earlier consideration, see the Haberler- 
Hansen discussion, in Review of Economics & Statistics, 1944. 

13. Two other points may be noted in passing. It is probably true that, 
for countries such as Australia and New Zealand, “differential rates of move- 
ment in incomes and prices” are the most important cause of balance of 
payments disequilibrium; but in the past at least, “sharp changes in the flow 
of foreign investment” (p. 214) have been hardly less important. The other 
point relates to the odd statement that one of the effects of a fall in export 
receipts is “a rise in commercial banks’ local assets and/or a fall in their 
local liabilities” (p. 214). Even before 1914, when London funds represented 
a major part of the banks’ cash, this would have been only approximately 


correct; nowadays it is surely very misleading to identify “local assets” 
with advances; why not say simply that the liquidity of the banks is reduced? 
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national currency at all’’,) since ‘‘strict observance of the reserve re- 
quirements in times of exchange scarcity [would] freeze a substantial 
amount of reserves at a time when they should be used’’ (p. 216). This 
red herring having been cleared out of the way, Mr. Familton has 
some sensible things to say about some of the determinants of an 
‘‘adequate’’ level of reserves (though he omits any reference to the 
state of confidence, which is rightly emphasized in th I.M.F. memoran- 
dum, or to minimum working balances, unless these can be identified 
with his ‘‘basic reserve to cover contingencies’’). But what are we to 
make of the ‘‘definition’’, according to which reserves are adequate 
‘when they are sufficient to cover a balance of payments deficit in- 
curred over a two-year period, without being reduced to such a level, 
at the beginning of the following period, that changes in current levels 
of incomes and employment, prices and rate of economic development 
of fiscal and/or monetary measures are necessary to prevent any fur- 
ther deficits’’ (p. 217)? How do we know in advance what reserves 
will be needed to finance hypothetical deficits in any future two-year 
period? What ‘‘guidance for policy-makers’’ (p. 212) is it to tell them, 
in effect, that reserves are ‘‘adequate’’ only when, beyond financing 
such a contingent two-year deficit, they provide a cushion against 
‘‘any further deficits’’ without need for resort to corrective measures! 
Is this really a case where ‘‘definitions . . . are more realistic in an 
ex post than an ex ante sense’’ (p. 223) ? 

In the remaining -sections of his paper, Mr. Familton surveys 
remedial measures for the restoration of balance of payments equili- 
brium, placing special emphasis on the use of domestic monetary policy 
for this purpose. A few minor queries apart,!® one can follow him here 
most of the way. But what these sections demonstrate, more than any 
specific conclusions, is the immense advance in our understanding of 
these theoretical and policy issues which has been made in recent years 
by Meade’s formulation of the problem as that of reconciling internal 
and external balance, and by the further development of Meade’s 

14. League of Nations: International Currency Experience, 1944, p. 11; 
ef. also H. W. Arndt: “The Concept of Liquidity in International Monetary 
Theory”, in Review of Economic Studies, 1947-8, p. 23. 

15. Op. cit., pp. 191 ff. 

16. Is not one of the factors which may be important in assessing the 
extent of a required currency devaluation, in addition to those listed (p. 219), 
the likely effect on expectations of owners of speculative flight capital? Why 
is it held that “disinflation is more suited to the prevention than to the cure 
of a balance of payments equilibrium” in primary producing countries (p. 
223)? Do selective controls and increases in reserve requirements exhaust 
the armoury of restrictive credit policy (p. 223)? Finally, a point of real 
importance, Mr. Familton declares that, where a balance of payments deficit 
is due to domestic inflation, and inadequate domestic disinflationary measures 
are adopted, “a continued fall in reserves may therefore be stopped only by 
a devaluation” (p. 223); is it not very likely that devaluation, in these cir- 


cumstances, will fail to restore external balance, or will do so only at the 
expense of an intolerable disruption of the economy? 
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method of analysis in relation to the special case of dependent econo- 
mies by Swan and Karmel. Many of the conclusions laboriously reached 
and tentatively stated by Mr. Familton would have appeared perfectly 
obvious had he employed Meade’s approach. 

It is a pity that Mr. Familton chose, in this paper, to traverse 
so much well-trodden ground, rather than give substance to his com- 
plaint about the deficiencies of recent Australian and New Zealand 
monetary and balance of payments policies (p. 209) by a thorough 
critical study of these policies. Such a study would be of interest to 
arm-chair economists and policy-makers alike. 

H. W. Arnpt 
Canberra University College. 











BALANCE OF PAYMENTS EQUILIBRIUM AND MONETARY 
POLICY—REJOINDER 


In his comments on my article Professor Arndt makes several 
well-chosen points. He also spends time in disposing of some straw 
men. As it is impossible to attempt a line by line reply to the many 
criticisms of my approach, tentative definitions and discussions of 
remedial measures, I will confine myself to those which seem most to 
merit a rejoinder. 

First, that in discussing the subject I missed some sign-posts, 
especially those erected by Australian economists, was either unavoid- 
able (as Professor Arndt points out, fairly enough, in a footnote) or, 
in Meade’s ease, unfortunate, but it in no way destroys the usefulness 
of the chief purpose. This was not to survey available literature on 
the subject but was, to recapitulate, ‘‘to arrive at definitions of balance 
of payments equilibrium and adequate monetary reserves sufficiently 
precise to furnish policy-makers with meaningful guides’’. It was 
thought an appropriate task at the time it was written. Indeed I re- 
garded it as a necessary preliminary to a critical study of the recent 
policies and I would agree wholeheartedly with Professor Arndt that 
such a study would be of interest to armchair economists and policy- 
makers alike. Perhaps someone will attempt it, and perhaps Professor 
Arndt will be partially mollified over my temerity in traversing well- 
trodden ground if I now add that my mild criticism was not directed 
at the academic economists but at the policy-makers. 

Second, to turn to some more specific criticisms, I am accused 
(p. 107) of causing unnecessary confusion and then rediscovering an 
‘‘obvious point made by Nurkse ten years ago’’, when I introduce the 
concept of ‘‘adequate’’ reserves with a short discussion of their nature 
and functions. I had thought a brief introduction helpful to those 
readers whose interest in, and knowledge of, this topic is not as great 
as Professor Arndt’s. After these criticisms Professor Arndt discusses 
my definition of ‘‘adequate’’ reserves and asks ‘‘how do we know in 
advance what reserves will be needed to finance hypothetical deficits 
in any future two-year period?’’ (p. ??). How indeed? I do not claim 
that my definition provides a full answer; in fact it was intended as 
a guide for ‘‘judgment by the authorities’’ to provide ‘‘a framework 
within which a quantitative calculation, subject to continuous revision, 
should be made’’.! Reasons for my choice of two years as a standard 
period were made clear in the article.2 I would now add that I quite 


1. R. J. Familton: “Balance of Payments Equilibrium and Monetary 
Policy”, in Economic Record, Nov. 1954, p. 217. 
2. Ibid., p. 212. 
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agree that, if a country held the reserves, it could view deficits over a 
longer period with comparative equanimity but this does not detract 
from the need for the authorities to bear in mind, not only the absolute 
level of their reserves but also the period during which they are pre- 
pared to allow them to fall, if they are to distinguish the causal factors 
and to decide on the appropriate remedies. Finally, on this topic 
I readily concede that the state of confidence in an important deter- 
minant of an ‘‘adequate’’ level. Professor Arndt makes good an omis- 
sion to state it explicity which I regret. 

Third, space forbade a lengthy discussion of capital movements 
to distinguish those that should be excluded to obtain a meaningful 
deficit figure. I had hoped that brevity would not be at the expense 
of clarity. My comment about ‘‘actuality fulfilling theory’’, mentioned 
at the end of Professor Arndt’s comments on capital transactions and 
a definition of equilibrium, was intended to focus attention on the 
difficulties of giving precise formulation to such expressions as a 
“given period’’, not on the difficulties of distinguishing different types 
of capital movements. 

Finally, two of Professor Arndt’s few minor queries (p. 108) can 
be answered in elliptical fashion, as follows: ‘‘ Yes’’ to the first; ‘‘no, 
obviously’’, to the third, but the relative ineffectiveness of more refined 
measures in economies without highly developed money markets must 
be kept in mind. Answers to the other two queries would require some 
discussion, so that all I wish to emphasize here is the relevance, when 
considering remedial measures, of the most likely sources of trouble 
for Australia and New Zealand and of the importance of a minimum 
disturbance to employment. 

Professor Arndt’s comments are welcome as they serve to illus- 
trate further the importance of this subject which has not lessened in 
significance by being well discussed. 

R. J. FammuTon 
Wellington, New Zealand. 











NEWS AND NOTES 


The Business Archives Council of Australia was recently launched 
in Sydney. Planned as a joint University and business activity, its 
general purposes are to encourage businesses to undertake selective 
preservation of records of historical value, and to permit access to them 
by approved research workers, and to promote the study of business 
history. A New South Wales branch is in active existence, with Sir 
Norman Nock as President, Professor S. J. Butlin as Chairman and 
Dr. Alan Birch (University of Sydney) as Secretary. A Victorian 
branch is expected to be organized soon, when the federal structure 
will be more precisely defined. 


The Department of Economics of Auckland University College 
has compiled a set of some sixty-four statistical tables, with explana- 
tory notes, covering the Crown Colony Period, 1840-52. Its purpose 
is to make available for this early period the kind of data published 
from 1853 in the Official Statistics of New Zealand. Although the 
papers have been compiled largely from official sources, these are 
either not readily available or have never been published. The publi- 
cation is a bound volume of some 106 mimeographed pages and a 
limited number of copies is available on application to the Department 
at a cost of 10s. (N.Z.), which includes postage. 


Branch Secretaries 


Victoria: Mr. D. M. Hocking, 185 Glen Iris Road, Glen Iris, 8.E.6. 

New South Wales: Mr. N. Runcie, c/o M.L. & C. Ass. Co. Ltd., 
46 Martin Place, Sydney, N.S.W. 

Western Australia: Mr. W. R. Rogers, 25 Hobbs Avenue, Dalkeith, 
W.A. 

South Australia: Mr. J. G. Head, ¢/o Department of Economics, 
University of Adelaide, Adelaide, S.A. 

Tasmania: Mr. D. E. Kirby, Box 665 E, G.P.O., Hobart, Tas. 

Queensland: Mr. A. 8S. Holmes, Department of Economies, Uni- 
versity of Queensland, St. Lucia, Brisbane, Queensland. 


Canberra: Dr. A. R. Hall, Australian National University, Can- 
berra, A.C.T. 
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Wellington: Mr. I. F. E. Wilson, c/o Messrs. Bowden, Bass & 
Cox, P.O. Box 986, Wellington, C.1, New Zealand. 

Christchurch or Canterbury: Mr. W. Rosenberg, Canterbury Uni- 
versity College, Christchurch, C.1, N.Z. 

Auckland: Mr. A. R. Bergstrom, Department of Economies, Uni- 
versity College, P.O. Box 2553, Auckland, N.Z. 

Dunedin: Mr. A. D. L. Lamont, Department of Economies, Uni- 
versity of Otago, P.O. Box 56, Dunedin, C.1, N.Z. 
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Britain in the World Economy 
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Elements of Pure Economics 
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REVIEWS 


World Population and Production—Trends and Outlook. By W. 8S. 
Woytinsky and E. S. Woytinsky. (Twentieth Century Fund, 
New York, 1953.) Pp. lxxii + 1268. $12.00. 


This is not so much a whale of a book as a Leviathan, a bronto- 
saurus, or any bigger beast. It has a stout vertebral framework of 
organization, a scaly armour of statistics, and much more brain than 
the brontosaurus. In mercy to the dazed reviewer faced with 1268 
double-column pages, 497 tables, and 338 maps and diagrams, the pub- 
lishers provide a 20-page synopsis—plus warning of a companion 
volume next year. 

The present reviewer has disdained the synopsis, except to note 
the astonishing statement that the Woytinskys worked without re- 
search collaborators. But then they have been doing this sort of thing 
since about 1925; their children, supposing them to have had time to 
have any, doubtless lisp in numbers. 

The book is well sign-posted: the contents list runs to 21 pages, 
the index though short is good, and the Harvard-system references 
are grouped in a 37-page section provided with running heads giving 
the relevant chapter-numbers and supplemented by a list of about 
625 authors cited. All this greatly aided the reviewer, who does not 
of course claim to have read the book. He has indeed gone through 
it with some care and has read a number of diverse sections. 

The book consists of five parts. Part I opens with some sketchy 
geography and ethnography. Part II surveys the distribution of re- 
sources, inequalities in national income and consumption, and economic 
patterns—the last suffering perhaps from an over-tight distinction 
between subsistence and money economies; the payment of taxes after 
all is usually made in money, and relatively few subsistence peasants 
live entirely tax-free. Part III deals with agriculture, Part IV with 
mining, Part V with manufacturing; all are useful concentrations of 
material usually badly scattered. 

It will be seen that the book is in fact an encyclopaedia of descrip- 
tive economics. As such it is, by and large, excellent. Stuffed as it is 
with facts and figures, its authors have a pleasantly humanistic ap- 
proach: most chapters begin with some intelligently potted history; 
illustrations include a comic poster on Danish bacon and woodcuts 
from Agricola’s De Re Metallica (1556) ; and we find on the same 
page (721) Cardinal Bentivoglio and Voltaire united in praise of the 
economic virtues of the herring. 

The authors have some very sensible remarks on the construction 
and limitations of their statistics (pp. lxiv-lxvii). Their defence of 
their ‘‘distorted maps’’ is less happy: many of the world maps have 
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countries drawn roughly their natural shape but in sizes puportedly 
proportional to population. This is allowable, but there seems no case 
for putting them on the grid used for correctly-drawn maps, and still 
less of a case for making West Pakistan four and a half times the size 
of East Pakistan (true ratio 33: 42) or for giving Burma’s 18 millions 
nearly twice the area of an extraordinary shape which may be Java 
plus Sumatra, or Indonesia less Borneo. 

A number of index items were checked, with reasonably good 
results. The index naturally omits mere walking-on appearances in 
lists and tables, so that Australia gets only eight entries and no errors, 
except the not very serious one that ‘‘much’’ Hunter coal mining is 
‘‘ynder water’’ (p. 849). India has of course many more entries, and 
there are a number of definite mistakes. Table 55 (p. 122) lists cities 
of about 500,000 inhabitants or more in 1940; only Caleutta, Bombay, 
and Madras are shown for India, and their figures are for 1941, when 
Hyderabad, Lahore, Ahmedabad, and Delhi were in this category. In 
Uttar Pradesh 400 landlords were forced to disgorge 60,000,000 acres 
(p. 408), a triumph of reform seeing that the total area is some 
67,623,000 acres. On Figures 169 and 171 (pp. 548, 553) East Pakistan 
is credited with a 1950 wheat output of 1,000,000 tons against 3,000,000 
in West Pakistan; as the acreages in the preceding year were 84,000 
in East and over 9,500,000 in West, this seems unlikely, as also the 
converse attribution to West Pakistan of four times as much rice as 
East Pakistan raises on ten times the acreage. The note to Table 421 
(p. 990) carefully explains that repair services are excluded from 
figures of employees in manufacturing, but handicrafts are included, 
with the rather startling result that the U.S.A. comes second to India 
in number of workers (12,314,700 against 15,352,000). And it is rash 
to claim that about 2400-2300 B.c. India was producing ‘‘ wrought-iron 
beams similar in size and appearance to those in modern buildings”’ 
(p. 1099), on no better evidence that James M. Swank’s privately 
published History of the Manufacture of Iron in All Ages, Philadel- 
phia, 1884. 

Doubtless other specialists would find other errors; but on the 
whole they are neither numerous nor serious enough to outweigh the 
general high level of competency in this extremely useful work. As 
Samuel Johnson put it in the comparable case of his Dictionary, ‘‘a 
few wild blunders, and risible absurdities, from which no work of 
such multiplicity was ever free, may for a time furnish folly with 
laughter; but useful diligence will at last prevail . . . when it shall 
be found that much is omitted, let it not be forgotten that much like- 
wise is performed’’. 

O. H. K. Spare 


Australian National University. 
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Better Employment Relations and Other Essays in Labour. By ORWELL 
de R. FoeNANDER. (Law Book Co. of Australasia, Sydney, 1954.) 
Pp. xxiv + 244. 30/- Aust. 


Students of industrial relations in Australia are once again in- 
debted to Professor Foenander, for this, his sixth work in the field. It 
is unfortunate that the title is rather misleading, for only one chapter 
out of the eleven really deals directly with ‘‘better employment rela- 
tions’’. The rest of the book is a first-class guide to the Australian 
arbitration system, and it is a pity is was not so entitled. So regarded 
it is an invaluable piece of work, indispensible to the student, the 
teacher, and the practitioner. The newcomer to Australia will be par- 
ticularly appreciative, for it sets down clearly the origins of labour 
regulation, the machinery for making Federal awards, and also the 
existing situation in each State. There are also chapters on the Basic 
Wage, awards in Rural Occupations, Commonwealth-States Dualism 
in Industrial Control, and an exeursus on Trade Union Rules and the 
Political Levy. 

The chapter on Dualism in Industrial Control (the ‘‘ Present dis- 
orderly spread or array of industrial power’’, as it is described) is 
easily the most interesting. The author shows clearly that the relevant 
parts of the Constitution are incompatible with a rapidly developing 
economy which is becoming increasingly industrialized, and expresses 
the view that although the evil ‘‘of overlapping and duplication in 
the terms of Federal and State awards and determinations’’ (p. 141) 
has been progressively mitigated, ‘‘there has always been sufficient 
disparity . . . strongly to support the argument for the creation of 
a single, controlling or co-ordinating industrial jurisdiction in Aus- 
tralia’’ (p. 147). 

It is pointed out that, had the proposal at the first constitution 
convention in 1891 not been decisively rejected, the Commonwealth 
Courts would have had jurisdiction over the settlement of industrial 
disputes throughout the Commonwealth. Further, that in 1928, the 
Commonwealth Parliament legislated ‘‘for a procedure that it hoped, 
would contribute to the disappearance of incongruities, anomalies, and 
conflicting prescriptions in Australian awards’’ (p. 147). The relevant 
section provides for the Court or a Conciliation Commission to confer 
with State Industrial Authorities to secure co-ordination of awards. 

The only time when this happened was in 1941, under the pressure 
of the war economy, and Professor Foenander remarks: ‘‘The will of 
independent and concurrent authorities to collaborate in pursuit of 
a common end, be it ever so strong and sincere, can be no real substi- 
tute—certainly as far as the elimination of divergencies between 
awards dealing with the same subject matter is concerned—for a 
unified control operating over the entire territorial area.’’ 
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He concludes that ‘‘ The time is more than ripe for the investment 
in the Commonwealth Court of Conciliation and Arbitration of com- 
plete, broad and comprehensive industrial powers, and a jurisdiction 
that is general as to matters, territorially co-extensive with Australia, 
and exercisable without reference to state or local boundaries. This 
Court should no longer be denied intra-State industrial jurisdiction, 
and it should be empowered to declare its order and awards to be a 
common rule in the industry, or part of the industry, in relation to 
which they were made.”’ 

Such a proposed centralization is sound economic and legal sense, 
and the reader looks forward eagerly to a discussion of further pro- 
posals for thoroughgoing reform. Disappointingly, they are not forth- 
coming. Professor Foenander is content with his legal tidying up. 

The next chapter which discusses the principles of wage fixation 
is the weakest portion of the book; as we move from law to economics 
the ground is much less secure. We are told that the Courts have been 
concerned with ‘‘industrial justice’’; ‘‘highest interests of the com- 
munity’’; that they have never given offence to ‘‘sound thinking’’; 
but we are never told what these emotive phrases mean. However it 
would be churlish to take the author too much to task for such phrase- 
ology, because after all he is only using the language of the judges 
themselves. The plain fact of the matter is that the judgments of the 
Courts cannot be assessed in legal terms at all. The Courts have been, 
for some considerable time now, engaged in determining wages policy 
on principles which are far from clear. So regarded, the judgments 
must surely be assessed by economists, who seem singularly unwilling 
to do so. Until a competent economic analysis of the Australian system 
of wage fixation emerges, economists will have to be content with Pro- 
fessor Foenander’s extremely valuable, but limited, guides to the legal 
labyrinths of industrial arbitration. 

University of Sydney. Sh ES 
Changing Melanesia. By Cyr. 8S. BeusHaw. (Geoffrey Cumberlege, 
Oxford University Press, Melbourne, 1954.) Pp. x + 197. 17/6 

Aust. 


This book has a sub-title, Social Economics of Culture Contacts, 
and embodies an attempt to apply the economist’s terminology to the 
field of anthropology beyond the point where a strictly economic 
approach becomes blunt and inadequate. It is an understatement to say 
“it is addressed as much to the colonial administrator as to the theorist 
interested in under-developed countries’. Even though the bulk of 
the book is taken up with a useful compendious description (largely 
in simple economic categories) of the social changes that have occurred 
throughout Melanesia since the coming of Europeans, economists are 
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most likely to be interested in the two theoretical chapters with which 
the book concludes. 

Yet even this section on ‘‘Social Change in Theory’’ bears little 
affinity to most theorising about under-developed economics. Whereas 
the latter deals with developments in (for the most part) money-using 
economies with low capital-generating capacities, Belshaw is dealing 
with societies which almost require to be called ‘‘pre-monetary’’. The 
theory of social change he is offering would (in practice if not in 
theory) seem to become inapplicable at the stage where preferences 
and social organization become complicated by the multiplied permu- 
tations that money makes possible. 

The economist will find most interest in Belshaw’s attempt, based 
on the models of welfare economics, to schematize the possible changes 
in choice of satisfactions open to a community with very few material 
resources and simple wants. This suggests that it might be theoretically 
possible to develop something like an indifference-curve model to plot 
the changes in preferences caused by introducing new factors into such 
a society, as it progresses through various equilibrium points in the 
allocation of wants and resources, according to the increasing com- 
plexity of the environment. 

It is not so clear that this would be a fruitful type of theory to 
develop. For it would be practicable to do so only in the very simplest 
(and most isolated) communities. But in these cases the administrators 
are least likely to need an abstract theory as a guide, since if common- 
sense and experience are not sufficient to determine the effects of a 
given social change, nothing is. Admittedly Belshaw claims, not to have 
developed such a theory, but merely to have shown how it might be 
developed. In passing, he throws up several illuminating examples of 
alternative reactions to changes. But his handling of the formal theory 
is often confusing, turgid and sometimes, to all appearances, irrelevant. 
The mixture of anthropological and sociological concepts does not seem 
to add anything to the limited usefulness of the economic models in 
developing a theory of social change. The book is more likely to be 
found useful for its comprehensive and well documented descriptive 
account. 

University of Melbourne. J. A. C. Mackie 


Elements of Pure Economics or the Theory of Social Wealth. By 
Lfon Watras. A translation of the édition définitive (1926) by 
Wim Jarre. (Allen & Unwin, London, 1954.) Pp. 620. £2/2/- 
stg. 

This translation of the famous Eléments is a work of outstanding 
scholarship. Professor Jaffé’s industry has not been confined to pro- 
ducing a facile translation. His translator’s notes, a collation of edi- 
tions and indices together occupy 124 pages following the text. These 
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translator’s notes are replete with references not only to Walras’ con- 
temporaries but also to the modern literature stemming from the book. 
The translator evaluates interpretations and criticisms which have 
been made of the Eléments—even providing mathematical proof of 
Walras’ propositions (e.g. p. 508). Some of Jaffé’s notes assume the 
proportions of an article (e.g. p. 549 et seq. on the marginal produc- 
tivity theorem). In sum the translator’s notes represent an extra- 
ordinary labour—and would be more appropriately described as 
“Notes for a history of economic thought’’. 

The Eléments is a famous storehouse of ideas. Notwithstanding 
Professor Jaffé’s labours, to the majority of economists the door to this 
storehouse is still, at best, only ajar. For Walras was an uncompromis- 
ing exponent of the mathematical approach to economics. Readers may 
well be dismayed to learn from his preface (p. 43) that ‘‘It is only 
with the aid of mathematics that we can understand what is meant by 
the condition of maximum utility.’’ 

The reader who dips into the Eléments will find most of Walras’ 
best known contributions in the first four of the eight parts (though 
encaisse désirée appears in Part VI, p. 321, and the theory of marginal 
productivity in Part VII, p. 385). Some highlights in this first half of 
the volume are: the preface, giving both a synopsis of the volume 
(pp. 40-3) and a foretaste of the author’s uncompromising style; the 
stability of equilibrium (p. 112); the theorem of maximum utility 
(p. 125), developed in literary fashion in Lesson 10 (p. 143 et seq.) ; 
the theory of general exchange equilibrium developed in Part III, 
especially on p. 157 (para 110) and p. 162 (para. 116), prices being 
expressed in terms of the numéraire on p. 169 and the process of estab- 
lishing prices par tatonnement on p. 170. However, the non-mathe- 
matical economist wishing to savour Walras may be advised to proceed 
direct from the preface to Part IV (p. 211 et seqg.). This part contains 
The Theory of Production—a field where Walras’ claim to fame is 
unchallenged, and his demands upon the reader rather less exacting. 


Buraess CAMERON. 
Canberra University College. 


The Share of Wages in National Income. By AsHox Mrrra. (Institute 

of Social Studies, The Hague, 1954.) Pp. 113. No price stated. 

In this book (which was submitted as a doctoral dissertation at 
the Rotterdam Economische Hoogschool), Ashok Mitra attempts to 
build a macro-distribution theory on the ruins of Kalecki’s model as 
presented in Essays in the Theory of Economic Fluctuations (1939). 
The major weakness in Kalecki’s theory lies in the degree of monopoly. 
First, Kalecki’s never tested this concept statistically. He merely in- 
ferred its movements from the observed fluctuations in raw material 
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prices. This begs the question. So Mitra’s first task is to attempt to 
measure the movements in the degree of monopoly. He finds that, con- 
trary to Kalecki’s inferences, the degree of monopoly is remarkably 
stable in spite of sharp fluctuations in raw material prices. Secondly, 
and more importantly, Mitra argues that the use of the degree of 
monopoly as an independent variable is not meaningful. What is re- 
quired is to go behind this all-embracing concept and to study the basic 
factors which account for the gap between price and marginal cost. 

Accordingly, Mitra produces a list of six fundamental deter- 
minants of income distribution. These are: the wage-price ratio (real 
wage rate) ; the labour quota (amount of labour required to produce 
given marginal output); the import content, being the product of 
marginal volume of imports and the price of imports (imports repre- 
senting raw materials) ; the rate of depreciation; zero demand price; 
and the number of competitors. (The last two constitute the important 
elements in the elasticity of product demand). 

The share of wages varies directly with each of the first four 
variables; and inversely with the last two. The stability in the share 
of wages is explained by the offsetting movements in these variables, 
though Mitra is a little bold in his interpretation of the statistical 
results (pp. 75-82). 

The only surprise here is the relationship between import (raw 
material) prices and labour’s share. In Kalecki’s model, the relation- 
ship is inverse ; in Mitra’s it is direct. But this difference arises because 
Mitra assumes the existence of wage rigidity, at any rate for an analysis 
of past movements. In the present condition of full employment, how- 
ever, he is prepared to admit a state of (upward) wage flexibility. 

Mitra’s treatment of the distribution problem marks a consider- 
able advance on Kalecki’s essay. But there are two big gaps which 
reduces the value of his work. First, the method of aggregation is of 
doubtful validity because of simplifying assumptions involved (pp. 
61-2). 

Secondly, Mitra argues (pp. 33, 63, 74-5) that the statistical results 
are to be considered simply as ‘‘illustrations’’. ‘‘Our main emphasis 
will be on economic logic more than on statistical findings’’ (p. 33). 
Yet a good deal of his criticisms of Kalecki and, indeed, the value of 
his own arguments seem to depend on the acceptability of the statis- 
tical findings. There is really little point in the whole discussion unless 
variations in the magnitude of the fundamental variables can be tested 
statistically alongside the movements (also measured statistically) in 
the share of wages. 


J .E. Isaac 
University of Melbourne. 
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A Study of Aggregate Consumption Functions. By Ropert FERBER. 
(Technical Paper No. 8, National Bureau of Economic Research, 
Inc., New York, 1953.) Pp. 72. $1.50. 


The consumption function has become the largest gun in the 
armoury of modern economics. What macro-economic theory can dis- 
pense with it? What dynamic theory aspire to magnificance without 
it? What programme for development or stability neglect it? 

But what, among the one hundred or so available, is the best 
type to use? In this painstaking work Ferber selects fifteen as worth 
serious examination, converts them to savings functions, and tests for 
accuracy on the range of uniform interwar income estimates for the 
United States. Accuracy is here measured by R? and the highest value, 
0:88, is obtained by one of Klein’s functions involving price-deflated 
income, and a complicated trend allowance. 

The sights are next raised towards predictions of income for 
1947-9 and 1948-9, performance now being measured by average per- 
centage error. It turns out that there is little correspondence between 
low predictive error and high R?. The best performers here are the 
Duesenbury and Modigliani versions: 


NS] ¥ Y 
7* =e ta / (Ge), 
~ 


S=a+o[ye- (a xp) ) V/s 


Further testing follows to see the effects of changes in income 
estimates, differences in period, prices (P) and population (N) 
changes, changes in distribution, and use of first differences. It seems 
that inclusion of lagged variables and deflation by prices and popula- 
tion reduce predictive error; that the business cycles has so marked 
an influence as to require inclusion of previous peak income, and that 
first differences give better results than absolute values. In no ease, 
however, could a predictive error of less than 14 per cent be obtained. 

These results are very interesting and suggestive for further 
research, but they are far from conclusive. We should hardly expect 
functions derived from interwar data to apply closely to the post-war 
period in view of the large changes that have occurred. Ferber, for 
example, neglects the Klein formula which allowed for some influence 
of liquid assets, and admits he was unable to make any real allowance 
for changed income distribution. 

C. G. F. Smwxkin 


Auckland University College. 
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International Trade under Flexible Exchange Rates. By JouHN Bur 
WuuaMs. (North-Holland Publishing Company, Amsterdam, 
1954.) Pp. xvi + 332. 37/- stg. 


It is unusual to find a pamphleteer going to the trouble of writing 
a theoretical treatise showing how an economic system would work if 
his panacea were adopted. When the pamphleteer, in addition, displays 
a thorough command of the mathematical tools of analysis, a fair know. 
ledge of the relevant literature and (within the limits of his faith) a 
scholarly approach, his work may, for all its twists and quirks, repre. 
sent a significant contribution to the subject. 

Mr. Williams passionately believes that all would be well in 
international economic affairs if exchange rates were allowed to find 
their own level. Part of his book states the case for flexible exchange 
rates; it contains little that is new and is unlikely to win many con- 
verts among economists. But this is a small part and not the most 
important. The bulk of the work consists of a painstaking and compre- 
hensive theoretical analysis of international trade under a system 
of free exchanges. Using static (or occasionally comparative static) 
general equilibrium analysis and usually a two-country model, the 
author derives the equilibrium values for the exchange rate, the volume 
and terms of trade, and other relevant variables, in case after case, 
from simple commodity exchange to a variety of special cases, every 
type of trade control, changes in domestic income and price levels, 
indivisible items, capital movements and the transfer problem. Each 
case is presented with a full algebraic as well as verbal exposition and 
a set of diagrams based on numerical illustrations, all of which are 
given in full in a 50-page appendix. 

For a world in which exchange rates are not in fact permitted to 
fluctuate freely, and are not likely to be, much of the monumental 
work that has gone into this treatise is bound to remain little more 
than an academic exercise; an exercise, moreover, which suffers from 
its almost entirely static character and is vitiated at some points by 
the author’s quantity theory approach to domestic monetary and 
income analysis and other idiosyncracies. But some of the conclusions 
are novel and interesting, particularly where, as in the section on 
Colonial Trade, they deal with important cases in the real world which 
have been insufficiently considered in other theoretical works. 


H. W. Arnot 
Canberra University College. 
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The Growth of Integrated Oil Companies. By JoHN G. McLean and 
Rosert Wm. Haieu. (Division of Research, Harvard Business 
School, 1954.) Pp. xxiv + 728. $12.00. 


Why has the large, integrated company emerged as the pre- 
dominant form of organization in the United States oil industry? This 
is the question which the authors of this book set out to answer. 

By means of a survey which covered 106 companies controlling 95 
per cent of total refining capacity, they analysed the structure of the 
industry in 1950. In this analysis the usual division of vertical integra- 
tion into backward and forward, is supplemented by a three-part 
classification (primary, secondary and tertiary), which designates the 
closeness of a particular activity in which a company engages, to the 
main steps in the oil process. In addition, it is pointed out that integra- 
tion patterns differ in depth, i.e. in the number of successive steps in 
the process which a company covers, in extent, i.e. the amount of par- 
ticipation in each step, and in intensity, i.e. the strength of the integra- 
tion bond. 

The authors find that integrated companies (where a substantial 
amount of primary integration has taken place between at least two 
of the major steps in the oil process, and the integration bond involves 
ownership, a leasehold or active management) controlled 8 per cent 
of drilling rigs, 35 per cent of producing wells, 85 per cent of crude 
gathering lines, 93 per cent of refining capacity, 92 per cent of pro- 
ducts pipe-lines and 52 per cent of service stations. Some reasons are 
suggested in Part II for the emergence of this pattern, the most impor- 
tant being that variations in the profitability of different phases of the 
oil business have been such as to give greater stability of profits to 
integrated firms. 

In Part III data from the files of seven large companies are used 
to present case histories of integration programmes, and to illustrate 
that companies are continually altering their structure to such new 
conditions in the industry. 

The last part is devoted to the small and largely non-integrated 
firms. The decline in their participation in the oil industry is attributed 
to (1) the continued rapid advance in refinery technology; (2) the 
develpoment of the oil conservation laws which tended to remove the 
over-supply of crude oil, and (3) the general success which has at- 
tended vertical integration. The authors present case histories to show, 
however, that small refiners have been successful where they have 
operated in segments of the industry which are of little interest to the 
large firms. 

No attempt has been made in this book to assess the economic and 
social consequences of the large firm or the integrated structure of 
the industry—this the authors reserve (somewhat reluctantly) to later 
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studies. Their objective has been the establishment and presentation 
of the underlying facts concerning vertical integration which they 
have been able to distil from the wealth of material in company files 
which were made available to them. To those interested in the oil in. 
dustry, or in the question of the efficiency and propriety of large-scale 
enterprise, here is a first-class reference book. The reviewer’s only 
regret is that no comparable work exists for any industry in Australia, 


J. McB. Grant 
University of Adelaide. 


Principles and Problems of Industrial Organization. By M. K. Guosu 
and O. M. Praxasu. (Revised Edition, Indian Press Ltd., Alla- 
habad, 1953.) Pp. xv + 813. Rs. 11/-. 


Prof. Ghosh and Dr. Prakash are both members of the Faculty 
of Commerce in the University of Allahabad. Their book extends and 
brings up to date a work of 1950. It covers (mainly but by no means 
exclusively from the Indian standpoint) much the same ground as 
Marshall’s Industry and Trade or the courses in Structure and 
Problems of Industry for Economics 3 in New Zealand university 
colleges. It accordingly describes how far cottage industries have 
been replaced by large-scale factories, and examines such important 
problems as those of industrial organization, scientific management, 
rationalization of industry, the technique of advertising and salesman- 
ship, labour organization and management, size and location of fac- 
tories, industrial combinations, and the like. The question of how far 
Indian industry in the future is to be financed from overseas or 
locally is exhaustively considered and the opinion expressed that more 
savings by the average Indian are desirable. 

The approach is much more legalistic (and less mathematical 
or statistical) than the usual New Zealand Economics 3 approach; 
e.g., While there are several tables there is not a single graph and only 
four lines in the least degree approaching algebra. In the course of 
such an approach there emerges, however, a particularly useful 
analysis not readily accessible elsewhere of the numerous resemblances 
and differences between a partnership and the traditional joint Hindu 
family business. 

The general quality of the work is distinctly superior to that 
of many recent Indian economic writings. In particular the problem 
questions set at the end of each chapter (largely drawn from Indian 
University examination papers) are a valuable feature of the book. 

The choice of words is occasionally such as would puzzle a non- 
Indian reader. There are numerous errors and grave omissions in 
the index, and bibliography is arranged in a non-alphabetical order 








MAY 


tation 

they 
y files 
il in. 
-Sseale 

only 
Talia, 


Alla- 


culty 
S and 
neans 
1d as 

and 
rsity 
have 
rtant 
ment, 
man- 
' fae- 
w far 
AS OF 
more 


tical 
pach ; 

only 
se of 
seful 
ances 
‘indu 


that 
blem 
idian 
book. 
non- 
1s in 
yrder 





1955 _ REGULARIZATION OF INVESTMENT 125 


the basis of which is not disclosed. Splittings of words in the middle 
of syllables are not uncommon. These defects, however, are much 
less marked than in the usual Indian publication, and one can well 
imagine students in India awaiting with eagerness such a second 
edition and not being disappointed. 
Auckland. oe 
Regularization of Business Investment. Report of a conference of 
the Universities-National Bureau Committee for Economic 
Research (Princeton University Press and Geoffrey Cumberlege, 
1954.) Pp. xxxvi + 513. 84/- Aust. 


The conference was convened in November, 1951, to ‘‘broach 
the subject of what private businessmen can do towards maintaining 
high levels of productive employment’’ (p. xv). Because investment 
has been assigned a key role in the business cycle discussion was 
focused on the regularization of business investment. ‘‘The Planning 
Committee of the Conference chose not to impose its own preconcep- 
tions on the work of the authors’’ (p. xv). The result, as befitted an 
exploratory conference, was a considerable variance in view -and 
emphasis. 

The report is grouped in three parts. Part I includes papers 
dealing primarily with regularization from the viewpoint of the 
individual firm. Millard Hastay discusses the cyclical behaviour of 
investment in the United States during the period 1919-1949. He 
finds that where the dominance of business motivation is clear, ‘‘invest- 
ment moves in virtual synchronism with business cycles; but where 
it is attenuated, as in public undertakings, investment is notably 
affected only by cycles of exceptional severity (p. 9). Joel Dean 
sketches a general theory to serve as a background for analyses of 
regularization in particular industries and individual firms. Much 
of this general theory will be familiar to the reader of Dean’s Capital 
Budgeting. ‘‘The key to instability’’ is viewed as ‘‘managerial dis- 
cretion as to the timing of the outlay’’ (p. 39), while regularization 
is regarded as ‘‘the rearrangement of the time pattern of substantially 
the same capital outlays. Rearrangement can take two forms: antici- 
pation . . . and postponement’’ (p. 39). Melvin de Chazeau con- 
tributes a general discussion of regularization of fixed capital invest- 
ment by the individual firm. The goal is ‘‘randomness in the initiation 
of outlays with respect to the business cycle’’ (p. 112). He expresses 
the view that the present situation ‘‘points to an undesirable trend 
toward increasing government interference with traditional private 
functions’’ (p. 78) and calls for ‘‘an innovation in managerial think- 
ing’’ (p. 84). But perhaps this innovation will only hasten the demise 
of the Schumpeterian entrepreneur. Aggregate studies reveal the need 
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for regularization, but it is in the particular industries and individual 
companies that the decision-making process takes place. For this 
reason five papers examining the experience of the building materials, 
industrial machinery and equipment, petroleum, railroad, and electric 
utility industries are valuable. 

The papers in Part 2 deal with selected factors. Moses Abramovitz 
contributes an all-too-short paper (11 pages) on inventory policy 
and business stability, which draws the useful distinction between 
the transactions motive and the speculative motive for holding stocks. 
The precautionary motive could have been isolated from speculation. 
Abramovitz regards an inventory tax as an effective means of stabiliz- 
ing stocks. The basis of assessment (to ensure an anti-cyclical effect) 
and the methods of stock valuation are difficult problems, but this 
novel suggestion merits further consideration despite the fact that 
one commentator believes it should be levied under the Criminal Code. 
Yale Brozen discusses the role of technological change and stresses 
the stability of research expenditures. Emerson P. Schmidt deals at 
length (50 pages) with the possibility that management can take 
effective steps through policies relating to the product mix, research 
and product development, pricing, and advertising, and outlines 
measures which undoubtedly help to stabilize the individual firm. 
Their stabilizing effect in aggregate remains to be demonstrated. 
Neil H. Jacoby and J. Fred Weston deal with private financial 
policies, attaching due importance to the high degree of product 
differentiation in the capital market. Part 2 concludes with two 
papers on government measures to promote regularization of business 
investment, and in Part 3 Donald Woodward, A. G. Abramson and 
Ruth Mack appraise the findings presented in the various papers. 

Treatment of the relationship between monopoly power and 
ability to regularize capital outlay is throughout inadequate. The 
disproportionate emphasis on the competitive as against the mono- 
polistic market situation is reflected in the index page references: 
competition, 8; monopoly, 2. The link between the ability to raise 
long-term finance and monopoly power deserves some study as does 
the significance of possible differences in motivation as between unin- 
corporated enterprise and the limited liability company. To sum up, 
this volume is a useful antidote to the preoccupation of recent years 
with government action, although it leaves the impression that private 
action is ‘‘a matter of bits and pieces’’, unlikely to achieve any signi- 
cant result unless closely integrated with government monetary and 
fiscal policy. The range of statistics presented and the observations 
of actual business behaviour point to the lack of empirical studies 
in this sector of the Australian economy. 


The University of New England. D. M. LAMBERTON 
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Social Accounts of Local Authorities. By J. E. G. Urtina. National 
Institute of Economic and Social Research, Occasional Papers, 
No. XVI. (Cambridge University Press, 1953.) Pp. x + 89. 
16/- stg. 


Local authorities form an important part of the United Kingdom 
economy. Despite the impact of nationalization, they still operate 
substantial trading services. Their non-industrial work force absorbs 
more than 3 per cent of the total employed population, and is larger 
than that of the national government. Their transactions on current 
and capital accounts are summarized in the Central Statistical Office’s 
estimates of National Income and Expenditure, and additional statis- 
tics are published separately for England and Wales, Scotland and 
Northern Ireland, bu the responsible ministries. 

The brief volume under review is the record of an attempt to 
secure more detailed social accounting information on local authorities 
in England and Wales, by means of a voluntary sample enquiry. The 
work was undertaken by the National Institute of Economic and Social 
Research, with the help of other interested bodies. Altogether three 
surveys were made, covering the financial years 1946-47, 1947-48 and 
1948-49. The basic data were collected by postal questionnaire. 

The form of social accounts adopted for the enquiry was such 
as to divide the activities of local authorities between two sectors— 
business enterprises and public collective providers. For practical 
purposes it was assumed that this distinction was adequately reflected 
by the normal classification of accounts into ‘‘trading services’’ and 
‘“‘rate fund services’’. An area of doubt remained, however, in the 
ease of housing services. In accordance with the conventional treat- 
ment of house-owners (including owner-occupiers) as business enter- 
prises, the Central Statistical Office estimates regard local authority 
housing as a subsidized trading activity. But in the National Institute 
enquiry, housing transactions were allocated to the public collective 
providers sector. This was done on the argument (p. 52) ‘‘that the 
division of local government activities between the two classes ought 
in fact to be based not on the way a similar activity is carried on in 
the private sector (education, for instance, is sold in the private 
sector), or on whether the service is paid for (public lavatories make 
a profit in some towns), but on the motive which appears to activate 
the authorities in providing the service’’. While there is some sub- 
stance in this claim, it may be questioned whether it is strong enough 
in this case to warrant a departure from established practice. 

Largely because of the expectation of a high degree of non- 
response, no serious attempt was made to ensure that the returns 
finally used for the purposes of estimation were from a truly random 
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sample. The authorities approached for 1946-47 were selected partly 
on the basis of expected willingness to participate, and all those which 
actually completed the questionnaire were included in the initial 
sample for the second year’s survey. The response rate for each year 
was of the order of 50 per cent. The effective sampling fractions were 
a little over 15 per cent for 1946-47 and 1947-48, and about 123 per 
cent for 1948-49. 

Despite the possibility of bias in the replies, they were analysed 
on the assumption that they constituted a random sample. Some 
justification for this procedure was provided by the fact that, where 
it was possible to make comparisons with published Ministry of 
Health data, the discrepancies in most major items were of the 
order of only two or three per cent. It is to be regretted that, chiefly 
because the enquiry was confined to authorities in England and 
Wales and dealt in financial rather than calendar years, similar com- 
parisons could not be made with the United Kingdom social accounts 
prepared by the Central Statistical Office. Nevertheless, the reasons 
for these limitations of the enquiry — the very different financial 
organization of local authorities in Scotland and Northern Ireland, 
and the desirability of relating the information sought in the ques- 
tionnaire to that supplied by the authorities each year in their 
statutcry returns to the Ministry of Health—will be conceded readily 
enough. 

Although it produced new and useful information on an impor- 
tant sector of the British economy (special mention should be made 
of the dissection of wage and salary payments), the enquiry should 
perhaps be regarded primarily as an experiment in the application 
of sampling methods in the field of social accounting. With this 
purpose in view, the book provides a brief but fairly informative 
discussion of the theoretical and practical problems and their solution. 
Its usefulness would have been enhanced by the inclusion of an index 
or of more adequate cross-references in the text. It can, however, be 
recommended as a readable account of an attempt to break new ground 
in statistical estimation. 

R. C. Gates 
University of Sydney. 


The Economics of Resale Price Maintenance. By B. S. Yamey. 
(Pitman, London, 1954.) Pp. vii + 182. 25/- stg. 


Since the publication of the Report of the Committee on Resale 
Price Maintenance there has been a need for a full-scale economic 
analysis of this field. Mr. Yamey has now performed a useful service 
by filling this need. 
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In his first chapter, Mr. Yamey studies the role of resale price 
maintenance from the viewpoint of the manufacturer. He distinguishes 
between three roles: ‘‘competitive’’, ‘‘protective’’ and ‘‘reciprocat- 
ing’. The manufacturer can find many arguments to support the 
practice of resale price maintenance but many of them are historical 
in character, and it is impossible to state whether there is always a 
positive benefit to the manufacturer. ‘‘It is not possible to determine 
by @ priori reasoning how the balance of losses and gains in the sales 
of the non-protected brands varies with the number of all brands that 
are placed under price maintenance’’ (page 9). 

One of the main reasons for the general adoption of resale price 
maintenance is undoubtedly the general antipathy of manufacturers 
to price cutting. It is simply a device designed to prevent price 
cutting. Many manufacturers may fear that price competition 
amongst distributors of their products must result in a cutting of 
the manufacturer’s price. In some cases, the practice may be adopted 
to protect the manufacturer against an organized body of distributors, 
ie. manufacturers do not want to be faced with powerful monop- 
sonists without some protective device. For whatever cause resale 
price maintenance may have started in a particular industry, or 
whatever justification is now claimed for it, the fact remains that 
the practice does spread. When most manufacturers in an industry 
have adopted the practice, then in some circumstances Mr. Yamey 
appears to think that no advantage accrues to any one manufacturer. 
The practice continues as an accepted code of behaviour. 

Mr. Yamey outlines a variety of circumstances under which 
resale price maintenance may operate. 

To the reviewer, some classification of this variety of cireum- 
stances would have been an advantage. Even some enumeration such 
as ‘‘ease 1’’, ‘‘ease 2’’, ete., could enable the reader to keep distinct 
in his mind each possible variety of circumstances. 

In Chapters II and III Mr. Yamey studies the possible effects 
of the abolition of resale price maintenance. Although he admits that 
for a time there would be some dislocation, he appears to believe that 
the ultimate result would be beneficial. Although an extension of such 
practices as vertical integration, ete., could result, he believes that re- 
established price competition amongst manufacturers and distributors 
would result in greater efficiency. 

“‘The analysis suggests that resale price maintenance, in common 
with most marketing practices, may either stimulate or restrain com- 
petition in industry, depending on the circumstances in which it is 
practised. The important and major difference is that price main- 
tenance, unlike other marketing practices, necessarily restrains price 


competition among distributors’’ (p. 37). 
El 
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Chapter IV discusses Price Maintenance and the Distributive 
Trades, Chapter V discusses Lost Leader practices, while Chapters 
VII and VIII provide an excellent historical study. 

It is in Chapter VI, Public Policy and Price Maintenance, that 
Mr. Yamey presents his main conclusions in favour of the abolition 
of Resale Price Maintenance. 

‘‘The growth of price maintenance during the last half-century 
is one of several developments in industry and trade which have 
operated against the interests of consumers. In my view the subordin- 
ation of the interests of consumers to those of producers (both private 
and public) has gone so far that a reversal of the trend is highly 
desirable. The abolition of price maintenance would be a useful first 
step in the process.’’ (p. 129) 

The opposition of manufacturers and distributors to the abolition 
of the practice may be partly based on the fear of change or the dis- 
advantages of the subsequent dislocation, but they may be quickly 
reconciled to the fait accompli. 

Although the reviewer is not as optimistic as Mr. Yamey that 
the abolition of resale price maintenance would not result in the 
development of other practices equally restrictive of price com- 
petition, we must admit that he has provided us with a welcome 
and skilful analysis of the practice, and made out a strong case for 
its abolition. 


ARNNOLD CooK 
University of Western Australia. 


Uncertainty and Business Decisions. A Symposium edited by C. F. 
Carter, G. P. Merepirn and G. L. S. SHackLe. (University of 
Liverpool Press, 1954.) Pp. viii + 104. 10/6 stg. 


Readers of this book will find themselves participating, though 
with a time lag, in a symposium on ‘‘the logic, philosophy and 
psychology of business decision-making under uncertainty’’ conducted 
at a meeting of the British Association at Liverpool in September 
1953. The seven contributors include two philosophers, three econo- 
mists, one psychologist and an expert on mathematical probability 
and logic. The symposium is centred on Professor G. L. S. Shackle’s 
classic contribution Expectation in Economics. For those who find the 
original version heavy going, Professor Shackle has provided an 
excellent summary of the essentials of his theory, and there is a 
useful three-dimensional model (frontispiece) of Shackle’s $(x,y) 
function. 


The only paper with which some economists, like myself, will 
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have difficulty is Dr. I. J. Good’s paper on ‘‘Appropriate Mathe- 
matical Tools for Describing and Measuring Uneertainty’’, an appre- 
ciation of which requires a reasonable degree of mathematical 
expertise. 

The reviewer’s most striking impression is the scantiness of our 
knowledge of the sort of business decisions that are in fact made. 
It is perhaps a little disturbing that it is accepted either explicitly 
or implicitly by all contributors that what we must have first is a 
theory of expectation, which later can be tested empirically. Although 
subseribing in general to the view that theories are appropriate even 
though our knowledge of the facts is incomplete, in this particular 
instance it seems incongruous to formulate a general theory simply 
on the basis of one’s own introspection. Mr. A. D. Roy’s most pre- 
ferred method of testing theories of uncertainty, case studies under- 
taken by economists in close contact with businessmen, is simply a 
plea (as he realizes) for more facts about the behaviour of business- 
men. 

Professor C. F. Carter, in his contribution, gives an outline 
of a revised theory of expectation. He wants to ‘‘start with a theory 
which is broad and general, and (to) try to limit it and make it more 
exact as our knowledge grows’’. It would be a pity if all effort is 
directed towards such a starting point. He argues that we do not 
think in terms of a ‘‘continuous variable’’ but that we break down 
the possible outcomes to typical outcomes, and that to each typical 
outcome there corresponds a degree of belief. Degrees of belief, by a 
process of mental simplification, are also broken down into broad 
groups, the ‘‘perfectly possible’’, ‘‘just possible’’, ete. To each level 
of belief there wil! correspond various typical outcomes differing in 
attractiveness and hence only the most attractive (primary typical 
gain) will be considered. He argues that it is realistic to suppose 
that in comparing two courses of action they will be considered 
separately for each step of belief. As a result some situations may 
arise in which a definite decision can be made. But in others doubt 
may arise, where one course of action is not uniformly better, or 
preferred on the weight of evidence or uniformly more risky. In 
the case of doubt we may (a) look for a third course of action, (b) 
delay, (c) do both actions, (d) rely on the toss of a coin. It is likely, 
however, that these situations arise very frequently. 

Two contributors are concerned with ‘‘Uneertainty as a Philo- 
sophical Problem’’. Professor W. B. Gallie shows why a new method 
of description is necessary for the treatment of uncertainty, why the 
need for describing behaviour under uncertainty has not arisen in 


9? 


past societies, and gives an explanation of why economic science has 
not tackled this problem until recently. Dr. D. J. O’Connor rightly 
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regards Shackle’s theory as not providing a sufficient connection 
between degrees of belief and credibility, the latter depending on 
evidence of some kind or another. In making decisions there are 
no rules of thumb in assessing the credibility of hypotheses, but making 
the decision is in the nature of an ecquired skill and has the 
rationality of any such skill. It is here, says Dr. O’Connor, that we 
must look for the logic of decision-making, though Professor G. P. 
Meredith (‘‘Methodological Considerations in the Study of Human 
Anticipation’’) considers this will only illuminate ‘‘the psychology 
of the processes by which belief takes place’’. 

There is also a paper by Professor B. R. Williams on ‘‘ The Impact 
of Uncertainty on Economic Theory with Special Reference to the 
Theory of Profits’’. 

It is clear that this book does not advance our knowledge of 
actual decision-making under uncertainty. It provides an interesting 
cross section of some of the thinking on uncertainty which apparently 
as yet is in the formative years. 

D. J. STALLEY 
University of Queensland. 


Progressive Taxation. By F. Suenas. (Oxford, Clarendon Press, 

1953.) Pp. 299. 51/6 Aust. 

This book deals with the history of British income taxation up 
to 1920, with special reference to three problems: exemption of a 
portion of income from the tax; graduation of the tax rate; and 
differentiation between earned (personal exertion) and unearned 
(property) income. 

The book is packed with arguments and counter-arguments on 
the different problems connected with income taxation. Dr. Shehab 
appears to have dug meticulously into every conceivable historical 
source : contemporary literature, parliamentary papers, letters, period- 
icals, daily newspapers, ete. It is interesting to notice that the 
‘‘refinements’’ of present-day taxation were known and hotly debated 
ever since Pitt introduced the income tax in 1799. Dr. Shehab also 
provides evidence to show that the extent of popular opposition to 
Pitt’s tax has been greatly exaggerated. There was apparently wide- 
spread approval of the principle of taxing on the basis of personal 
income, even though certain features of Pitt’s tax were found to be 
objectionable. 

It must be said at once that this book is a valuable contribution 
to the history of taxation. However, a few critical comments may be 
made. First, Dr. Shehab has stuck too rigidly to a chronological treat- 
ment of the discussions on income taxation. The same objections to 
particular features of the tax are made at different times in the 
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period under review, and these are repeated at length in the different 
chapters of the book, together with the appropriate answers to these 
objections. These repetitions become tedious. 

Second, although the book is primarily a historical account of 
income taxation, from time to time Dr. Shehab discards his role as 
rapporteur in order to give his point of view on particular questions 
of economic analysis. This is a perfectly legitimate procedure except 
that in this case there is a danger that those not sufficiently versed in 
the theory of taxation might be misled by Dr. Shehab’s unqualified 
acceptance of graduated taxation and differentiation and his state- 
ment (p. 4) that ‘‘ a scientific qualification for a graduated tax was 
established’’. In fact, of course, the view that the case for pro- 
gression rests on economic or scientific grounds is still an extremely 
contentious one, with the weight of opinion possibly ranged against 
Dr. Shehab’s conclusion. 

Finally, a small point. The charts in the appendix comparing 
the movement of tax rates in 1919 and the proposals of the Royal 
Commission, would have been more interesting if, in addition to 
comparing effective rates, the differences in marginal tax rates were 
shown. 


J. E. Isaac 
University of Melbourne. 


Depreciation of Fixed Assets in Accountancy and Economics. By 
G. T. Wess. (Law Book Company, Melbourne, 1954.) Pp. xii + 
319. 50/- Aust. 


This is an interesting, but in many respects a disappointing, book. 
The title is misleading, in that nearly half the book is devoted to a 
discussion of statistical and economic aspects of fixed capital invest- 
ment of little relevance to the depreciation problem. The early chapters 
are concerned primarily with the accounting treatment of deprecia- 
tion. The author is inclined to skate over some of the more important 
accounting problems, such as the significance of the depreciation con- 
cept in relation to the process of profit measurement. The pronounce- 
ments of the professional accounting bodies in this regard are virtually 
ignored, but much space is given to a discussion of other problems 
which more appropriately might have been considered following the 
later chapter dealing with the treatment of depreciation in economics. 
For this reason, no doubt, the discussion on the replacement cost con- 
troversy is disappointing. In considering the motivating forces behind 
the demand for depreciation based on replacement cost, the author 
concentrates attention on the desire of firms to reduce their disclosed 


profit figures But surely the problem of changing price levels cannot 
E2 
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be dismissed without reference to the capital erosion and trade cycle 
effects of conventional accounting methods of measuring depreciation! 

The discussion on accounting problems is followed by four chap. 
ters dealing with legal and tax aspects of depreciation. A brief descrip. 
tion of the treatment of depreciation in economics, inadequate for the 
reasons already mentioned, prepares the way for the final chapters of 
the book, concerned with fixed capital investment. Much of the discus- 
sion on investment in relation to the problem of maintaining full em- 
ployment appears irrelevant in the context of this book, but there are 
some useful chapters dealing with the collection of investment statistics, 
The author’s emphasis on the distinction between replacement invest- 
ment and expansion investment enables him to make the point that re- 
placement investment proceeds at a much slower rate than is generally 
believed (because most plant is retained in use long after it has been 
fully depreciated). This leads to some interesting suggestions designed 
to speed up the replacement of obsolete plant. The chapter on depre- 
ciation and the replacement of plant would be improved, however, by 
some reference to the effects of changing price levels. It is clear that 
a tremendous amount of research has gone into the preparation of this 
book, and excellent indexes enhance its value as a source of reference 
on a subject of growing importance both to accountants and economists. 

R. L. MaTrHews 

University of Adelaide. 


The Frontiers of Economic Knowledge. By ArtHur F. Burns. 
(Princeton University Press; and Geoffrey Cumberlege, London, 
1954.) Pp. ix + 367. 52/6 Aust. 


In recent years there has been a spate of books which consist 
of reprints of earlier essays and articles by one author, collected into 
one volume. Where the essays or articles are well chosen, or are difficult 
of access, the result is worth while, and the reader is willing to pay 
for the convenience of having the pieces gathered together between 
the same covers. On other occasions, the result is less happy, the reader 
is irritated by repetition and overlapping, and feels that the con- 
venience of having the collection is not worth the price asked. 

In the reviewer’s opinion, The Frontiers of Economic Knowledge 
falls into the latter category. Over half the volume consists of reprints 
of eight Annual Reports of the National Bureau of Economic Research, 
from 1946 to 1953 inclusive. Although each one is excellent in itself, 
when they are put together the result is decidedly tedious. With the 
exception of the admirable article on ‘‘Wesley Mitchell and the 
National Bureau’’, the others are all concerned with informing us 





JRNS. 
adon, 


ynsist 
| into 
ficult 
) pay 
ween 
eader 

con- 


ledge 
yrints 
arch, 
itself, 
h the 
1 the 
1g us 





1955 FRONTIERS OF ECONOMIC KNOWLEDGE 135 


what we still do not know about Business Cycles, and what has been 
achieved by the National Bureau, and other researchers in similar 
and allied fields. Dr. Burns writes with exceptional precision and 
clarity, providing us with much valuable material on methodology, 
the fallacies of aggregation in Keynesian thinking, the instability of 
the consumption function, capital formation, evidence on the secular 
decline in the propensity to save, changes in the distribution of 
income in the U.S.A., and the results of basic statistical work on 
national income, production, employment, prices, wages and finance. 

But if the material presented in these eight reports had been 
combined into one summary, it would have been much more accessible, 
more definitive, more coherent, and far less tedious to read. This part 
of the work could then have been published separately, in a concise 
form, and at a more reasonable price. 

The remainder of the volume is even less satisfactory. It also 
consists of reprints of articles in a related field, one of which, at 
least, can only be considered of historical interest, and hardly justifies 
inclusion under the title ‘‘Frontiers of Economie Knowledge’’. This 
is part of a review, reprinted from the Quarterly Journal of Economics, 
of ‘‘America’s Capacity to Produce’’, by Dr. E. G. Nourse and his 
Associates, published in 1934. In a similar category, also, is the 
essay ‘‘Long Cycles in Residential Construction’’, a reprint from 
Economic Essays in Honour of Wesley Clair Mitchell, 1935. 

The other essays are: Dr. Burn’s introduction to Mitchell’s What 
Happens during Business Cycles : A Progress Report (1951) ; reprint 
of his introduction to American Transportation in Prosperity and 
Depression, Thor Hultgren, 1948; part of the Hansen-Burns contro- 
versy from the Review of Economic Statistics, 1947; a review of 
Hicks’s Trade Cycle from the Journal of Political Economy, 1952; 
discussion of papers by Gordon and Koopmans, from Papers and 
Proceedings, American Economie Association, 1949; and a review 
of Frickey’s ‘‘Economic Fluctuations’’, from the Review of Economic 
Statistics, 1944. 

As the publishers rightly point out, it has been difficult to get 
a rounded picture of Dr. Burns’s thinking, because his works are 
widely scattered in journals, reports and books. But merely to collect 
some of these works, admirable as they are in themselves, between 
the same covers, does little to provide that ‘‘rounded picture’’ which 
is so often desirable. It is to be hoped that Dr. Burns’s official duties 
will still leave him time to produce such a book, which would more 
worthily bear the title of the one under review. 


E. L. WHEELWRIGHT 
University of Sydney. 
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Economics in the Public Service. By Epwin G. Nourse. (Allen & 

Unwin, London, 1953.) Pp. xiv + 511. 45/- stg. 

The title of this book is to be taken to refer to the use of 
professional economists in advising governments—and specifically the 
government of the U.S.A. — how to maintain a healthy national 
economy. A healthy national economy means a state of holding 
national production at its highest and most efficient level so that, 
as a byproduct, there will be continuous full employment of resources, 
including labour. The method of doing this must, of course, be basic- 
ally American; the responsibility for this optimum output is entirely 
that of private business, the function of the government is to explore 
every possible avenue of facilitating the work while being eternally 
vigilant against attempting to usurp the role of business. 

There is little excuse for misinterpreting the title when the name 
of the author is noted. He is the typical professional economist; a 
long life of teaching and research culminated in his appoinmtent as 
Vice-president of the Brookings Institute. His direct claim to write 
on the subject comes from the fact that he was the first chairman of 
the Council of Economic Advisers to the President set up by the 
Employment Act of 1946; and the book is a detailed history of the 
workings of that Act for the first half-dozen years, seen against the 
background of the author’s own interpretation of its place in the 
evolution of American economic and political philosophy. 

As a record of these important developments in American 
economic development the book is valuable, it could hardly be other- 
wise in the light of the part played personally by the author. Yet 
after reading it, the reader is likely to feel a sense of irritation pro- 
duced by a lack of cohesion in its structure and a feeling of dis- . 
appointment that the economi¢ adviser has given us very little indi- 
cation of the application of economics to his task that we might feel 
was due to us. 

Edwin Nourse mentions this failure in his foreword, when he 
points out that Professor Bailey, in his ‘‘Congress Makes a Law’’, 
deals as a political scientist with the economic issues of the Employ- 
ment Act, while Nourse reverses the procedure by concentrating on 
the political and administrative issues. A statement is not an explana- 
tion, and there is some justification for disappointment with the 
failure of an economist to write so little economics. 

The disappointment is partly produced by the fact that the 
first six chapters lead us to expect an economic treatment. The writer 
examines fully the philosophy and methodology of economies as he 
believes it to be. Scientific theory deals with forces; practical science 
with the machinery through which those forces may operate. The 
“*forces’’ in economic theory are the human propensities to create, 
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to consume, and to acquire, expressed in the fields of production, 
consumption and investment. The machinery for practical economics 
are institutions, particularly for Nourse those institutions that give 
fullest play to private initiative. Moreover, since economics as a social 
science seldom has access to controlled experiment, it is forced to use 
to the highest degree public co-operation and goodwill. From such 
premises the writer passes smoothly to the conception of the economic 
system run completely by private enterprise, with the State oiling 
the works and helping to turn the wheels when they become bogged. 
The professional economist serving the State’s function works on 
three levels: the theoretical level that investigates the laws and 
disseminates knowledge about them, the mechanical level that designs 
or improves the institutions that will work more effectively, and the 
political level that advises the government how best to assist the 
private economy to do its job. In all this, of course, State planning 
in the sense of taking over from private enterprise in any way is 
anathema. 

It is no criticism of the book to point out that all this is general 
and superficial; it is, after all, merely setting the stage for the real 
play. Nor can one object to its normative nature when the function 
itself is normative. The norm chosen may or may not be that of the 
reader, but it is certainly found in the terms of reference defining 
the purpose of the body on which Nourse and his associates were 
serving. The real criticism must rest on the fact that the play that 
follows makes so little use of the ‘‘stage set’’ so carefully and precisely 
designed in the introductory section. We fall from philosophy into 
the hurly-burly of personal frictions and misunderstandings, of failure 
of machinery to deal with details, and we forget the state of grace 
from which we fell. 

It is true that there is, below it all, the working out of appropriate 
channels for serving the general aim, recognizable if the reader can 
hold in his mind the initial thesis. Mainly this concerns defining the 
pattern of co-ordination between the four economic agents: the 
President, the Council of Economic Advisers to the President, Con- 
gress, and the Joint Economie Committee of Congress. The various 
mechanical problems arising are illustrated by such questions as the 
following: How shall the functions of each be defined and how far 
may each move in the functions of the others? What are the best 
relationships to develop between the Council and the Joint Com- 
mittee? To what exent, if at all, should direct contact be established 
between the President’s Advisers and Congress itself? And through 
it all (here, perhaps, we detect a personal grievance of the author) 


how can the President be persuaded to tell the Council precisely 
what advice he needs? 
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In all this, the book is valuable in the sense that archives are 
valuable. There is a wealth of practical detail for research by modern 
A nerican political scientists. In the final chapter, appropriately 
called ‘‘Evolution or Episode?’’ the writer attempts to draw con- 
clusions from the ease histories and to relate them to the opening 
thesis. His first conclusion is that, despite some failures and difficulties, 
the Employment Act and its subsequent operation has in the main 
satisfied the social philosophy that he accepts and that he believes 
to be the emerging philosophy of the nation. His second conclusion 
is that the machinery is capable of producing consistent over-all policy 
to serve this philosophy. The working of the Economie Council he 
considers to have been the least satisfactory part of the system, its 
status insufficiently established and its relations with the President 
too indefinite. The Joint Committee of Congress he believes to have 
functioned well and to be likely to grow in importance. On the whole, 
he regards the outcome of the Act as likely to be an enduring stage 
of the evolution of American economic society. 

‘« «The spirit of ’76’ is a phrase of almost hallowed significance 
in the book of American patriotism. . . . ‘The spirit of ’46’ may by 
future generations attain, if not equal, at least very great significance. 
It may signalize the crowning of our centuries-old faith in private 
enterprise with a more adequate grasp of the nature and the com- 
plementary potentialities of public enterprise . . .”’ 

This concluding chapter is, in the reviewer’s opinion, a most 
important one. It is a pity that it was condensed into eleven short 
pages. 

WILFRED DowseETT 
University of Western Australia. 


Colonial Social Accounting. By Puyuuis Deane. (Cambridge Univer- 
sity Press, 1953.) Pp. xv + 360. 50/- stg. 


This is Miss Deane’s final report on her enquiry into the problems 
of social accounting in Northern Rhodesia and Nyasaland. The enquiry 
was initiated in 1941 by the National Institute of Economie and 
Social Research, shortly after Meade and Stone began their pioneering 
work on the social accounts of the British economy, and its stated aim 
was to explore the possibilities of applying the new techniques to a 
primitive economy still largely dependent on subsistence agriculture. 
An interim report, completed in 1945 (Phyllis Deane, The Measure- 
ment of Colonial National Incomes, Occasional Paper XII published 
for the National Institute of Economie and Social Research by the 
Cambridge University Press in 1948), presented national income esti- 
mates for Northern Rhodesia, Nyasaland and Jamaica for 1938, and 
a much rougher estimate for Jamaica for each of the years 1929-38, 
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and discussed the conceptual and practical problems that arose. The 
interim report was based entirely on material available in London. 
The present report, which does not deal with Jamaica, embodies the 
results of first-hand enquiries undertaken by Miss Deane in 1946 
and 1947 on a Colonial Research Fellowship, of other first-hand 
enquiries carried out by the Rhodes-Livingstone Institute in 1948 
and 1949, and of the published data available by mid-1950. It gives 
estimates for Northern Rhodesia for 1938 and 1945, and for Nyasa- 
land for 1938, 1945 and 1948. Unfortunately there is no reference 
to the official estimates for Northern Rhodesia for each of the years 
1945-49 published by the Central African Statistical Office in May, 
1950. The official estimates, which cover only the money economy, are 
not available to the present reviewer. 

Miss Deane has undertaken two main tasks. First, she has con- 
structed for each colony ‘‘a series of articulated but necessarily incom- 
plete social accounts’’ (methods of estimate being described in appen- 
dices), and used these as the basis for a brief general discussion of 
its current economic problems. Secondly, she has conducted some 
experiments in village social accounting with the help of the anthro- 
pologists of the Rhodes-Livingstone Institute, in the hope of discover- 
ing suitable techniques for handling the special problems of measuring 
economic activities in the native villages. 

The village economic surveys have been much too small in scope 
to provide information that could be used in the national income 
calculations. The figures for village and subsistence output included 
in Miss Deane’s national income estimates are no more than informed 
guesses. However, the village surveys have brought to light a host 
of problems, both conceptual and practical. Prominent among the 
practical problems are the, difficulties of measuring crop outputs and 
yields in the absence of stdndard units of measurement and written 
records of accounts, movement of villages and parts of villages and 
constant shifting of individuals between villages, difficulties of defin- 
ing the household and its dependants, relating data to some definite 
time period, getting information about intermittent money and barter 
trading, and getting an adequate geographical sample of villages. 
Most of the practical problems could be solved by devoting sufficient 
time and resources to the task of getting information. In fact, Miss 
Deane thinks it probable that with an improved system of statistical 
reporting the margins of error for colonial national income estimates 
would be smaller than for national income estimates for more complex 
economies. 

For the conceptual problems no solutions are offered. In the 
village surveys many important questions were evaded by confining 
the measurements to village cash incomes. Miss Deans admits that 
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the measurements to village cash incomes. Miss Deans admits that 
“*the conceptual problems are the most fundamental’’, but predicts 
that they ‘‘will continue to be peculiarly intractable’’, and gives most 
of her attention to the practical problems. Ideally, she states, it should 
be possible to draw up a complete system of social accounts in three 
distinct stages: (1) a set of village accounts showing how the average 
villager receives and consumes his total income in cash and in kind, 
(2) a consolidated set of national accounts covering the transactions 
of all residents, and (3) a set of territorial accounts, containing ‘‘a 
complete record of the transactions entered into by all factors of 
production operating within the territory, whether the owners are 
resident or not’’. However, such a system would still be less effective 
in measuring progress and welfare than the national income accounts 
of an industrial country, because ‘‘a money measure means different 
things for the different races in a plural community, for the sub- . 
sistence economy and the exchange economy, for the resident owners 
of factors of production and the non-resident owners’’. Further, 
‘*it is doubtful whether it would ever be possible to define income so 
that it meant the same thing to the African villager and the European 
town dweller, or to the African in his subsistence habitat and the same 
African in temporary urban employment’’. Miss Deane concludes that 
‘Without a more thorough knowledge of the motives for economic 
behaviour in the semi-subsistence economy and of the fundamental 
theories of value which colour the African outlook on economic mat- 
ters it would not be profitable to do more than recognize the qualifi- 
cation and accept the limitations on the possible economic analysis’’. 

The discussion of general economic problems in the Central 
African colonies is extended to include Southern Rhodesia, and con- 
tains a number of interesting observations. The most important point 
is that ‘‘the standard of living of the average villager is not neces- 
sarily raised by the expansion of secondary industries and mining 
development’’, because the loss of adult male labour from subsistence 
farming to wage employment may so reduce food output and raise 
food prices as to more than offset the gain from increased opportu- 
nities for employment and for marketing native produce. Miss Deane 
states that in Northern Rhodesia ‘‘the amount of land which can be 
cultivated is limited by the labour involved’’, but her generalization 
presumably would not apply without qualification to Nyasaland, where 
‘‘the density of population is high and the cultivable land in some 
areas . . . is too small to maintain the population living on it’’. Her 
general conclusion is that ‘‘the low output of food, in subsistence as 
well as in cash-cropping areas, is the fundamental limiting factor to 
an improvement in real incomes where that improvement is most 
needed, and even to an expansion of industrial output in general’’. 
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Throughout the book Miss Deane displays commendable caution 
and frankness. Her work maintains the high standard that has come 
to be associated with the publications of the N.I.E.S.R. 


University of Queensland. hbthetencnten 

Aspects of Economic Development in South Asia. By Ropert I. Crane. 
(Institute of Pacific Relations, New York, 1954.) Pp. iv + 138. 
$2.00. 


The countries discussed are Burma, Ceylon, India and Pakistan. 
Dr. Crane has not written the whole book. A separate section on Ceylon, 
forming about one-third of the whole, has been contributed by Mr. 
Burton Stein. 

This section on Ceylon is the best part of a disappointing volume. 
The treatment is largely descriptive but these forty pages contain a 
good, concise description of the Ceylonese economy and its main 
problems. It has often been described as a dual economy. One part 
(large especially by number of heads) is fairly much a self-contained 
subsistence economy. Another large part depends on the growing and 
processing of plantation products which are mainly exported. 

Tea, rubber and coconut are responsible for about 90 per cent. 
of export earnings in what is a highly dependent economy. The 
prices of these products are all extremely volatile. Add to this a 
slow but steady flight of capital (in particular, the withdrawal of 
British tea planters), a population increasing at about 3 per cent. per 
annum, and the need at present to import about three-quarters of 
all food requirements, and the picture is not rosy. 

For these and similar reasons, present development schemes aim 
firstly at increasing the output of food, and secondly at diversifying 
industry. The immediate scope for diversification in a country with 
fairly low standards of living and only eight million people is limited, 
but clearly some movement in this direction is desirable. 

On the credit side of Ceylon’s ledger is a standard of living 
significantly above that of her near neighbours, a fair amount of 
undeveloped land suitable for agricultural use and a relatively stable 
and efficient government and civil service. 

The remainder of the book describes various development pro- 
grammes in each of the countries mentioned and makes some attempt 
to assess each plan. Far too large a share of space is devoted to a 
mere recounting of the plans in the various official reports. Heavy 
reliance on official publications is dangerous, particularly when any 
critical assessment of plans or performances is attempted. 

The book is unlikely to be of any special interest to the average 
economic theorist, and at times the economics displayed leaves some- 
thing to be desired—e.g., one of the reasons given for preferring tax 
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financing to deficit financing is that the latter may lead to price 
increases which will discourage investment. 

Perhaps the less said about the book’s use of statistical material 
the better. But page 113 must create something of a record for the 
number of howlers contained in a single page. In it we are given a 
list of twenty-two statistical indicators ‘‘improvements or increases 
(in which) would presumably imply improvements in levels of living’’, 
We are assured that they are ‘‘easily obtainable, at least by use of 
random sampling techniques’’ and ‘‘would be put to best use if an 
index were prepared for each, based on 1938-39 as the base year”’. 
Thus indices of the cost of living, bank notes in circulation and public 
debt are supposed to tell us something about levels of living. Various 
items, including gross national product in real terms, are said to be 
readily obtainable, at least by use of random sampling techniques. 
Indices of items as variable as crop yields should have as base a single 
and particular year. 

The book in general tends to favour a greater concentration 
on development in secondary industries and a reduction in the degree 
of reliance on the export of a few crops, particularly to western 
countries. The Indians are chided, probably not unreasonably, for 
having too many measures to assist cottage industry. The author 
thinks there is a much greater scope for integration of the plans of 
the various countries within the South Asian region. 

The political-cum-psychological problems involved in keeping a 
tight rein on consumption are raised, but the only solution offered 
is that of keeping the public informed as to the aims and require- 
ments of policy. 

University of Queensland. A. 3 
Japanese Food Management in World War II. By B. F. JoHnston. 
(Stanford University Press, 1953.) Pp. xii + 283. $7.50. 


One by one the shutters of the western windows on Asia are 
nailed up, but in part compensation American scholars have taken 
advantage of their opportunity to add to our knowledge of that 
interesting and problematic economic half-way house, Japan. In this 
publication of the Stanford University Food Research Institute, Mr. 
Johnston, late head of the Food Branch, Price Control and Rationing 
Division of the Supreme Commander for the Allied Powers (SCAP), 
with the collaboration of two Japanese officials, surveys the role of 
food and diet in war-time Japan, and concludes that deterioration in 
food supplies and an almost hopeless future food position must have 
weighed heavily in the decision of the Japanese Government to 
surrender. 

One-third of the book is taken up by four chapters on the 
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characteristics of Japanese agriculture, pre-war food production and 
food imports, and the pattern of pre-war diet. In terms of produc- 
tivity per unit area, Japanese farming is highly efficient, with rice 
yields among the highest in the world. But in all fundamentals 
Japanese agriculture is typically Asian ; holdings average only a little 
above two acres, subdivided into as many as 15-20 plots. The striking 
difference is that in Japan the proportion of the working population 
engaged in agriculture is only about 50 per cent instead of 70 per 
cent or more, and that Japanese fields are most productive. Scientific 
plant breeding, improvements in drainage and irrigation, an intelli- 
gent application of power and above all, really heavy expenditure on 
fertilizers, have pushed up Japanese yields, but the benefits of the 
increased productivity have been largely siphoned off for non-farming 
uses. Japan entered the war with considerable rural unrest of the 
familiar Asian pattern, and a harvested area that had remained 
practically constant for twenty years despite a 30 per cent increase 
in population. 

The slow expansion of the area under rice, always the most 
important crop, probably indicated that the economic limits of padi 
had been reached, and also reflected the competition of imported rice 
from the colonies of Formosa and Korea. This conversion of Korea 
to a “‘rice-pump’’, with its tragic social consequences, might have 
been accorded a fuller treatment in the light of the subsequent heavy 
cost to the West of these ‘‘starvation exports’’. By a heavy reliance 
on imported food supplies to supplement home production and a 
meagre programme of shipbuilding, Japan clearly indicated her 
expectations of a short war. 

Four further chapters deal with war-time food production, 
changes in the supply of the major food crops, fish and livestock 
products, food imports and food consumption. The most drastic effects 
of the war were experienced in the fishing industry, which provided 
the greater part of the Japanese intake of animal protein; production 
declined enormously with heavy naval requisitioning of vessels and 
a chronic fuel shortage. But despite a drastic loss of manpower to 
the Services and war industry and the gradual elimination of the 
important fertilizer supplies, Japanese agricultural production was 
kept pretty constant until the last two years of the war, when the 
accumulated shortages of practically every kind of farming need 
began to tell heavily. Joint operation of farming tasks, longer working 
hours, still better seeds, the use of nursery hotbeds in the colder island 
of Hokkaido, all contributed to maintain output. Crops of low calorific 
value were discouraged and later forbidden, while the area under 
crops of high calorific value such as white and sweet potatoes increased 
substantially; higher yielding varieties replaced those of superior 
quality or taste. 
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But in the end the Allied blockade and submarine campaign was 
decisive. Imported food supplies became increasingly difficult, and 
South-east Asia, Formosa and Korea each failed in turn. Industrial 
expansion in the two latter cclonies also reduced the availability of 
food for export. Only Manchuria managed to expand food exports; 
Manchurian soybeans and coarse grains were increasingly substituted 
for the domestic rice ration in the closing years of the war. Some 
criticisms of the Japanese machinery for food procurement and 
distribution are quoted, but basic rations were kept constant, albeit 
at only the basic metabolic rate, from 1941 until the very end of the 
war when some reduction became inevitable. At the end, food move- 
ments had a prior claim on scare chipping over coal, iron, or other 
strategic materials, a tacit recognition that the war had been lost. 
The atomic bomb is mentioned in passing, but the author’s study adds 
to the evidence that its use was unnecessary. 

A final chapter deals with the critical post-war years, when food 
supplies became worse than at any stage of the war. Ominously, the 
author offers no hope of an early solution to the difficult problems 
of Japanese food and agriculture. 

What emerges most clearly from the study is once again, the 
fundamental importance of Manchuria, the only large surplus area 
of eastern Asia. Manchurian coal and iron fed Japan’s war industries 
and in the end it was Manchurian food that kept the Japanese people 
from the starvation level. In the light of these facts Japanese post-war 
policy becomes more intelligible. 

The book suffers from a considerable amount of repetition, and 
unfortunately contains no maps of any kind, an indispensable need 
for a work of this sort, while the relation between climate and agricul- 
ture in Japan cannot be dismissed in a single sentence or two. How- 
ever, the greatest value of the book is likely to be to those already 
familiar with the SCAP publications, and these deficiencies may 
not be important. 

D. W. FRYER 
University of Melbourne. 


Proceedings of the Eighth International Conference of Agricultural 
Economists. (Geoffrey Cumberlege, Oxford University Press, 
1953.) Pp. xiii + 608. 73/6 Aust. 


Over the years since 1929, when the International Conference of 
Agricultural Economists first met, the Proceedings have reflected the 
contemporary interests and anxieties of workers in agricultural eco- 
nomics. In this respect the Eighth Conference, devoted to the theme 
of ‘‘The Economic Aspects of Food and Agriculture’’, is no exception. 
It traverses the economic, and to a less extent the administrative and 
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political, aspects of this broad problem as it was envisaged at the time 
of the Conference, in August 1952. 

As usual the published papers are a somewhat mixed brew in both 
quality and subject. One of particular interest is F. W. Notestein’s 
paper on the Economic Problems of Population Change which develops 
the thesis that technology alone will not solve the food and population 
problem. Not only must institutional factors be corrected, but it is also 
‘‘ineumbent on you to face the broader consequences—economice, social 
and political—of your own practical activities’’. Notestein discusses 
the importance of these broader consequences, and insists on the mutual 
interdependence of changes in levels of production and of population. 

Papers by Karl Brandt on The Economic Objectives of F.A.O., 
Point IV and the Colombo Plan, and by J. R. Raeburn on Agricultural 
Developments in the Tropics and Sub-Tropics lead an interesting and 
uninhibited discussion of administrative and institutional factors 
which hinder international technical assistance. A paper on The Pro- 
blems of Planning Agricultural Programmes in Less Developed Coun- 
tries by M. Ezekiel and A. Saco sets out basic requirements for success- 
ful agricultural planning in under-developed countries. All in all, 
the papers on international aid and development provide an interesting 
survey of the problems and viewpoints of workers engaged in this 
field and should be read by those whose responsibilities, whether these 
be academic or administrative, centre on international agricultural 
development. 

C. von Dietze’s paper on Long Term Objectives in Land Tenure 
is a useful review of land tenure in different countries of the world, 
from the German viewpoint which has had such an important influence 
on attitudes to land tenures by workers in Europe and America. M. 
Cépéde also contributed a paper reviewing economie and social pro- 
blems emerging from land reform. 

A paper by the late A. W. Ashby on Interrelationships of the 
Social Sciences in Rural Welfare contains a concise summary of the 
relation between social factors and economic progress. One of many 
striking sentences relating to innovations is: ‘‘ The condition of adapta- 
bility is a condition of free minds—or of considerable areas of freedom 
of thought and imagination ; areas of quickened perception; and areas 
in which free thought can become practical in the form of action.’’ 

A paper by E. G. Nourse on 7'he Ambivalent Logie of Agricultural 
Control in the United States is a masterly sketch of the modifications 
to the tradional idea of individual enterprise which have been reflected 
in public policies in the United States over the last twenty-five years. 
His criteria for review of weaknesses of agricultural programmes are 
two—as a means to better allocation of resources, and as a means of 
allocating to farmers the share of national income which would produce 
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‘‘a better maintained and more technically correct expression of the 
great economic motive forces, to wit, the propensity to produce, the 
propensity to spend, and the propensity to save-invest’’ Nourse con- 
siders that on either score the U.S. developments toward greater govern- 
ment intervention in the operative processes of agriculture do not make 
for higher efficiency and surer progress. Others, particularly some who 
have participated directly in defining agricultural policies, leap to 
defend the system and remind Dr. Nourse of a counterfeiter who, in 
reply to a query doubting the quality of his wares, replied, ‘‘ Why, 
that’s good money; I made it myself.’’ 
D. B. WimuiaMs 
Bureau of Agricultural Economics, 
Canberra. 


Agricultural Economics. By D. 8S. CuHaunan. (Lakshmi Narain 

Agarwal, Agra, 1953.) Pp. xvi + 354. Rs. 12/-. 

Dr. Chauhan treats Agricultural Economies as ‘‘a special branch 
of the general study of agriculture and . . . a particular branch of 
general economics’’. This definition of the scope of agricultural 
economics conforms with that of most students in the field. The book, 
however, deals in a rather skimpy fashion with techniques of economic 
analysis which may be useful in applied problems in agricultural 
economics. To this reviewer the parent discipline in agricultural 
economics is economics, the institutional framework is, however, agri- 
cultural. Dr. Chauhan deals with the role of agriculture in the frame- 
work of the general economy, and does give some interesting data on 
the percentage contribution that Indian agriculture makes to Indian 
national income as well as comparing this percentage with that of 
other countries. The familiar characteristic of an under-developed 
area is revealed by India, with 48 per cent of the national income 
arising from agriculture and 68 per cent of the population engaged 
in agricultural pursuits. Two chapters are devoted to the differences 
between agriculture and industry, the importance of diminishing 
returns in agricultural activities, the problems of farm valuation and 
the advantages and disadvantages of specialized versus diversified 
farming. The topics covered have been more completely, and more 
clearly, dealt with in other books on agricultural economies, although 
the use of Indian background material is instructive. 

Once Dr. Chauhan leaves the ‘‘away’’ field of economic tech- 
niques and begins batting on his home ground, the book rests on 
much surer foundations. Two chapters are devoted to an interesting 
and informative treatment of the social structure of Indian villages 
and the effects of economic development on this structure. Also treated 
is a history of famines and famine relief in India. The final two 
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chapters are concerned with resource utilization. The first of these 
two concerns land resources, the second concerns water and power 
resources. One cannot say that Dr. Chauhan throws much light on 
‘optimum resource use’’, although the preface to the book maintains 
that Dr. Chauhan ‘‘makes out a strong case for proper land utiliza- 
tion’’. Precisely what criteria are to be employed in deciding ‘‘ proper 
land use’’ are nowhere given. These two chapters are, however, infor- 
mative since they do give some idea of the natural resources of India 
and the problems of preventing obvious destruction of these resources 
through erosion and floods. Certainly after reading them one would 
have a much clearer picture of the Indian resource base and: of the 
way that Indian agriculture contributes to economic development. 

In summary, one must say that the treatment of the various 
subjects discussed is of unequal value. The chapters on economic 
analysis are patchy, the chapters on specific Indian situations are 
very informative. A page of errata is attached but numerous typo- 
graphical errors have still remained in the text, which is also wrong 
in places. For example, the Cobb-Douglas production function is 
written as ‘‘p = bLkCj for two dimensions or P = b+kL+jC for 
three dimensions’’. What Dr. Chauhan presumably means is that 
these are different algebraic forms for a Cobb-Douglas type of pro- 
duction function. 


F. G. JARRETT 
University of Adelaide. 


International Cycles and Canada’s Balance of Payments, 1921-33. By 
VERNON W. Matacu. (University of Toronto Press, Toronto, 
1954.) Pp. xii + 154. $3.00 Can. 


Canada and the International Business Cycle, 1927-39. By Epwarp 
Marcus. (Bookman Associates, New York, 1954.) Pp. vi + 211. 
$3.75 U.S. 


Both of these books are intended to provide empirical background 
for improvements in the economic theory of the open economy. In 
the process both books confront existing theories with some healthy 
“reality testing’’. The approach they make to macro-economic analysis 
could be classed as statistical-historical. This is the most useful and 
practical way to begin the attack; but eventually general equilibrium 
analysis with equation systems will be needed as a complementary tool. 
While both authors are interested in explaining the cyclical movements 
of the Canadian economy in general, their major purpose is to uncover 
the international aspects of these movements. Were the cycles studied 
transmitted from abroad? If so, what was the mechanism of trans- 
mission of disturbances in other lands into the Canadian economy ? 
What business cycle theories, if any, agree with the historical pattern 
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of events developed in these studies? These represent the sort of 
questions to which the authors address themselves. 

Dr. Malach’s work is very concentrated and condensed. The com- 
plete text covers only 63 pages, with the rest of the book devoted to 
statistical tables, bibliography, footnotes and index. One very useful 
table is of monthly balance of payments estimates for the years 1920 
to 1934 inclusive. Malach has constructed this table himself and his 
method is explained. He begins his textual analysis with a skeleton 
survey of various cycle theories which might be applicable to a young 
couutry. Theories of Schumpeter, Hawtrey, Hayek, Cassel and Keynes 
are included. He denies preference for any particular theory however, 
and then sets out to study with an open mind the facts of a complete 
eycle from the trough of 1921 to the trough of 1933. He uses both 
annual and monthly statistics, but naturally places the emphasis on 
monthly data for timing his turning-points. In his use of statistics he 
makes rather uncritical use of the weak pre-1926 national income 
estimates. 

Malach’s method of ‘‘ pin-pointing’’ the month of a trough or peak 
is to study seventy monthly time series important to the economy as a 
whole, and to take the median turning-point of these series in various 
groupings. The method is influenced by that of Burns and Mitchell, 
but is more simple. The attempt is then made to isolate causal factors 
on one hand, and methods by which the economy adjusted to distur- 
bances on the other. Particular interest is paid to those adjustments 
in the money system and the balance of payments. 

The analysis is not always clear. For example, why didn’t the 
improved balance of payments situation in 1922 result in an expan- 
sion of the money supply? The answer is found in inconvenient foot- 
notes (at the back of the book). But by and large the analysis is 
straightforward. 

Canada’s down-turn in 1929 is found to have occurred earlier 
than that of the United States, and then to have been pulled down 
faster and deeper by that country’s depression. Tracking down the 
causes of Canada’s earlier decline is interestingly done, and the results 
appear to be reasonable. The ‘‘filling in’’ of the innovations in the 
1920’s resulting in capital glut (especially in newsprint) carries the 
main emphasis, giving relevance to theories of Schumpeter and D. H. 
Robertson. Keynesian school theory is found to be most generally 
applicable to the internal workings of the economy. 

In the foreign trade sector the classical price-specie-flow adjust- 
ment mechanism was found to be inapplicable. Instead an inverse 
movement between the current and long-term capital accounts, in re- 
sponse to differential speeds of expansion at home and abroad, kept 
the balance of payments in adjustment. 
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Malach’s work could be improved by smoothing and expanding, 
but is none the less a very worthwhile effort. 

Dr. Marcus’ book gives an initial impression of being a profes- 
sional piece of work, but disillusionment eventually sets in. The book 
begins with a good economic-historical background, and a useful dis- 
tinction between single random disturbances and cyclical disturbances 
emanating from abroad. It is not compressed and at times is repetitive. 

Marcus’ timing of turning-points is sloppy and displays no par- 
ticular method. His analysis of the early down-turn in 1929 in Canada 
is based on random disturbances in wheat and newsprint. Invest- 
ment and the stock of capital are not mentioned as possible causes. 
Eventually, of course, cyclical disturbances from abroad become pre- 
dominant. 

Canada is found by Marcus to have weathered the great storm of 
the early "thirties very well, since though a debtor country she had 
avoided serious balance of payments problems. The misery of un- 
employment, business failure and broken lives is apparently overlooked 
as of less importance than a sound balance of payments. Mareus shows 
how this ease of adjustment was the result of a low level of domestic 
investment, and hence of imports, in the 1930’s, so that by 1933 
Canada had become an exporter of capital. Her foreign economic 
policy included currency depreciation, increased tariffs and Empire 
preference. 

The two closing chapters deal with Canadian Fiscal Policy and 
Some Theoretical Implications of the Study. In the first of these a 
statistical ‘‘analysis’’ of the influence of government spending and 
government deficit spending on the economy is carried out by com- 
paring the monthly movements of the government variables with the 
index of manufacturing production. This of course leaves the other 
thirty or forty important and interacting variables of the macro- 
economy out of the picture, and any kind of nonsense results can be 
obtained. Marcus reaches a policy conclusion that government spend- 

ing is of negligible influence on the level of output! 

In the case of a future depression expansionary policies could be 
tried if there were international co-operation, but failing this Canada 
is advised to be content with giving direct relief to the unemployed, 
as this would involve a minimum of balance of payments difficulties, 
and in addition would not compete with private industry for the supply 
of labour! One is reminded that economics used to be called the ‘‘ dismal 
science’’, 

Despite the shortcomings mentioned, these books represent useful 
additions to the empirical study of the aggregative behaviour of the 
open economy. 


T. M. Brown 


Australian National University. 
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Aussenhandelsverflechtung und Industrialisierung Argentiniens. By 
EKKEHART REICHE. Kieler Studien. (Kiel, 1953.) Pp. 154. 


This book is an excellent survey of Argentina’s industrialization 
process and its interaction with the balance of payments. It has also 
improved one reader’s respect for the potentialities of that fringe area 
of economics: the theory of location. The topics discussed are too 
numerous for a short review; only some of special interest to the 
reviewer can be mentioned. A first-rate discussion of the 1947-51 
five-year plan suffers perhaps from undue reverence toward the 
avowed social aims and a neglect of the slow actual rate of growth 
of real income per capita 1937-51 (2 per cent per annum, by 
United Nations figures). Full justice is done to the irrational mono- 
polistic behaviour of the Government’s foreign trade monopoly, IAPI, 
and its effects on production and foreign markets is stressed. The 
author resists the temptation to speculate on the effects of graft and 
corruption in IAPI, but thereby misses one important aspect of 
economic development problems. The inflationary impact of govern- 
ment policy receives some attention, though it might have been worth- 
while to compare it with the ruthless official vilification of merchants 
who raise prices. A comparative cost analysis for pig iron between 
Baltimore and Argentina gives an amazingly hopeful picture of the 
prospects of her heavy industry, though the cost difference could 
be halved by using the League of Nations’ average exchange rate 
instead of the ‘‘essential imports’’ rate. 

Though the author does not stress the point, the conclusion 
emerges fairly unambiguously that the five-year plan has not acceler- 
ated the long-run rate of industrialization but has instead changed 
the alloeation of resources within industry. Thus in 1951 there were 
no more industrial workers than in 1947, and industrial output had 
risen by only 4 per cent. The author is moderately critical of the five- 
year plan’s lack of regard for cost conditions in the empty areas to 
be filled by industry. One can, incidentally, go along with him on 
this, without endorsing his surprising assumption that all industry 
is at present in its most favourable location because it was not 
directed there by other than profit maximizing considerations (p. 150). 
Surely it is at least conceivable that cost and market conditions affect- 
ing location change much faster than do plant and equipment. But 
these are minor points; in general the University of Kiel is to be 
congratulated on a scholarly and workmanlike publication. 


E. LerDAU 
Auckland University College. 
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Realms of Silver. By Compton Mackenzie. (Routledge & Kegan 
Paul, London, 1954.) Pp. xiv + 338. 25/- stg. 


This book has been written to celebrate one hundred years of 
banking in the East by the Chartered Bank of India, Australia and 
China. It is the story of a mid-Victorian enterprise; its problems, 
its erises and its development into an organization capable of meeting 
the violently changing political and economic conditions apparent in 
Asia to-day. 

The Bank received a Royal Charter on the 29th December, 1853, 
which empowered it to establish ‘‘by means of Banks and Branch 
Banks the business of Banking in any parts of the Colonies or Depen- 
dencies in Australia and New Zealand, in the islands of Ceylon and 
Hong Kong or any other Port, Town, City or place in China where 
a Consulate is or may hereafter be established or which may be under 
the superintendence of the Principal Superintendent of Trade at 
Hong Kong . . . and for the purpose of establishing agencies in 
the chief ports of India and in any of the Colonies or possessions 
eastward of the Cape of Good Hope . . . in order to conduct the 
business of Exchange, Deposit and Remittance in connexion with 
their other Establishments’’. 

Branches were soon opened in Bombay, Caleutta, Karachi, in 
Hong Kong and Shanghai, and in Burma, Ceylon, Japan, the Straits 
Settlements, Indonesia and the Philippines. The establishment of 
branches in Australia was prevented by the Colonial Office on the 
unsympathetic advice of the legislatures of the Australian Colonies. 

In the first few chapters, Sir Compton Mackenzie has narrated 
the early history of the bank; the gaining of the Royal Charter by 
the prime mover, James Wilson, against the opposition of the East 
India Company; the disputes with shareholders and the opening of 
the first branches. The first few years operations of the various 
branches are described very largely in biographical form, and each 
branch is dealt with separately. 

The blend of biography and finance is a particularly apt one 
when we remember that, in the days before rapid transport and 
communication, the success of the far-flung branches depended so 
much on the integrity, intelligence and initiative of the individual 
bank officials. 

The opening of the Suez Canal in 1869 and, more importantly, 
the establishment of direct telegraphic communication between Asia 
and England in the late 1860’s brought to a close the first stage in 
the history of the Bank. These changes meant that less reliance need 
be placed on the inspections of a peripatetic senior official and that 


a greater degree of direct control could be exerted by the London 
office. 
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The late nineteenth and early twentieth centuries brought new 
and different types of problems to the countries of the East. Many 
of these were associated with the decline in value of silver, the 
bimetallism controversy and finally the adoption of gold or gold 
exchange standards. Wars, bank failures, riots and the natural hazards 
of flood and earthquake all add adventure to this period. 

The effects of the First World War, the inter-war period and 
the crises which hit the various staple commodities of the East, and 
the devastation of the Second World War are all related briefly, 
bringing the history of the Bank up to 1953. 

The latter part of the book is narrated as a history of the 
whole bank rather than separate histories of its various branches. 
For this reason and because this period is not treated in such detail, 
this section of the book lacks some of the clarity with which the 
early years of the Bank’s history are portrayed. The mass of general 
historical material is so diffuse and covers such a long period that 
one tends to lose sight of the Chartered Bank. It does appear that 
considerable effort has been made to enliven the routine details of 
banking, but sometimes Sir Compton Mackenzie has gone too far 
and introduced quite unimportant and irrelevant material. It is also 
disappointing to find so little in the one chapter devoted to the post- 
war period. 

In spite of these faults this is a well-produced book which, in 
comparison with many histories of business, is worth studying and 
does justice to the Centenary of the Chartered Bank of India, Aus- 
tralia and China. 

R. J. A. Harper 


University of Melbourne. 


Freedom From Insecurity. By Hugo E. Czerwonxy. (Public Affairs 
Press, Washington, 1954.) Pp. vi + 198. $3.50. 


The author, an engineer with considerable practical experience 
in business and government, presents ‘‘a new national policy’’ which 
he claims will guard ‘‘the well-being of all our workers and assures 
the preservation of our free enterprise system’’. The recommended 
policy is designed to correct in particular ‘‘two basic imperfections” 
in the American economy: first, the ‘‘unsound approach in labour 
management relations’’; and second, ‘‘the ineffective central banking 
mechanism ’’, 

Three of the main changes claimed as essential are: (1) the 
substitution through legislation of Two-Way Bargaining for Collec- 
tive Bargaining. The former, a ‘‘vastly improved form of individual 
bargaining’’, is viewed as the cure-all for the claimed evils of Collee- 








ae — ee Se” Cr CU 


{AY 


1eW 
any 
the 
old 
rds 


and 
and 
fly, 
the 
hes, 
ail, 
the 
ral 
hat 
hat 
of 
far 
ilso 
ost- 


in 
and 
LUS- 


airs 


nee 
Lich 
ires 
ded 
ns LBd 
our 
ing 


the 
lee- 
lual 
lee- 





1955 FREEDOM FROM INSECURITY 153 


tive Bargaining. (2) Closely linked with the adoption of (1) are 
amendments of the Federal Reserve Act. (The proposed amendments 
are provided in an Appendix.) These are designed, first, to give the 
Federal Reserve Board complete control over the reserve require- 
ments for all banks, and second, to direct the central bank to effect 
a flow of money just sufficient io maintain ‘‘an environmental con- 
dition of widespread work opportunity’’. The author believes that 
“the depression of 1929 was due to our defective central banking 
mechanism’’ (p. 188). (3) The achievement of (1) and (2) would 
greatly depend upon the Maximum-Jobs Principle of Taxation and 
a pay-as-you-go old-age security system. The former would involve 
the elimination of all income taxes, both individual and corporate; 
government expenditure would be considerably reduced under the 
new policy, which would in turn promote adequate expenditure in 
the private sector to maintain a seller’s market for labour. Federal 
revenue would be derived from indirect taxes on finished consumers’ 
goods, including food and clothing—the regressiveness is not dis- 
cussed. 

The recommended old-age pension scheme, with no means test, 
is regarded as an avenue through which the banking system could 
within a month inject additional purchasing power into the economy 
whenever a downturn in activity appears imminent. It is not stated, 
however, whether pension payments should vary inversely with the 
expected level of effective demand. Moreover, no consideration is given 
to the continued pressure on prices and costs which would accompany 
the state of over-employment envisaged as an essential condition of 
the new naticnal policy, which it is believed would achieve security 
for all. 

The author develops his theme on a high note of confident 
political journalism, which he maintains throughout the 150 pages 
in which he outlines his policy and the 30 odd pages in which he 
poses and answers questions relating thereto. But to expect to imple- 
ment successfully within the space of a year or so, revolutionary 
changes of the nature recommended, completely under-estimates the 
strong attachment of human beings to the status quo. This would be 
paramount importance, since the alternative to policies and gains 
evolved and won over a number of years is a complete right-about-turn 
to a ‘‘new national policy’’, the economic premises of which are not 
impressively argued, and are too often dismissed lightly or left 
hanging tenuously with only the author’s assurance that all would 
benefit. 


K. A. Bornu 
University of New England. 
' 
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Transport and the State of Trade in Britain. By THor Huutaren. 
(National Bureau of Economic Research, New York, 1953.) 
Pp. xii + 114. $1.50. 


In this study, Occasional Paper No. 40 of the Bureau of Economie 
Research, Mr. Hultgren has investigated the cyclical behaviour of 
certain economic variables of the British transport industry and com- 
pared his findings with the American experience as reported in his 
earlier book, American Transportation in Prosperity and Depression. 
While some of his statistical series range from the earliest days of 
railway transportation most of the data he has assembled refers to 
the last thirty years. Measured against the Burns and Mitchell 
‘‘yeference’’ cycles, he examines the cyclical movement of freight 
and passenger traffic, the utilization, maintenance and expansion of 
equipment, the variations in unit fuel and labour costs and the 
financial returns of the British railway industry. He assembles a 
considerable amount of statistical material from sources far more 
extensive than those available to us in Australia, and while this data 
reveals that British transport differs in many ways from American 
transport, the author finds that the cyclical behaviour of the British 
transport industry has been broadly similar to that of the American 
industry. The treatment is largely descriptive, and the reader is left 
to find for himself the reasons for the movements in the economic 
variables which are investigated. 


University of Adelaide. R. R. Hirst 


Das Britische Einkommenstewerrecht in wirtschaftlicher Sicht (The 
British Income Tax Law in its Economic Aspects). By HERBERT 
Welse. Kieler Studien, No. 27. (Kiel, 1954.) Pp. viii + 202. 
D.M. 16. 


The first part of this book is descriptive. It discusses the deter- 
mination of taxable income and profit; the difference between income 
and capital, assessment, and personal allowances. This is followed by 
a discussion of the differences in taxation of business income according 
to the legal form of the enterprise; the taxation of the corporation, 
the double charge on corporation profits, profits tax and excess profits 
levy. The final section of the first part is concerned with deduction at 
the source as the predominant method of collection with particular 
consideration of the taxation of companies and of the ‘‘pay as you 
earn’’ method. 

On the whole, it can be said that the descriptive part—and this 
is no mean feat—is an easily intelligible survey of the British income 
for the average German reader who presumably does not know much 
about the British taxation system, which probably applies to the 
average Australian reader as well. 
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The subject of the second part of the book is the economic aspect 
of British income tax legislation. There are many references to the 
proceedings of the Royal Commission on Taxation of Profits and 
Income in 1951, and in connection with the effects of inflation to the 
Tucker Report, also published in 1951. Contrary to orthodox opinion 
Dr. Weise, largely in accordance with the arguments of the Italian 
public finance specialist de Viti de Marco, thinks that the incidence 
of the income tax as of every other tax levied on a surplus can be 
shifted, particularly under conditions of full employment. In the first 
chapter of the second part he tries to show the effect of income taxation 
on the formation of prices. The second chapter investigates the effect 
of inflation on the economic influences of various institutions of British 
income tax lay, starting. with the personal sector; here the basis of 
assessment is affected, there is a gradual ‘‘erosion’’ of the value of 
personal allowances. As to the business sector, objections are raised 
to the taxation of fictitious profits. In its suggestions for reform the 
Tucker report unduly stresses the problem of financing instead of the 
eost problem, and favours higher initial allowances for depreciation. 
The third and final chapter examines the connection between income 
tax and the formation of income. In a discussion of incentives in 
British income tax law, the impact of the high effective allowances, 
the special protection of earned income (in Australia income from 
personal exertion), and economic incentives in household taxation 
(wife’s earned income) are dealt with in some detail. Among dis- 
incentives the high progressive rates and drawbacks of the ‘‘pay as 
you earn’’ and of the excess profit levy, the damaging effects on 
saving and investment and on personal savings and self-financing of 
enterprises, are analysed. In modern Britain taxation policy is largely 
an instrument of the distribution of income and of achieving an 
equalitarian level of income. 

The book is, both in the descriptive and the economic part, a 
useful summary of modern income tax development in the United 
Kingdom. It examines controversial questions based on English and 
foreign literature, but cannot claim much originality. Numerous tables 
and graphs are helpful to the reader. The lack of an index is a 
shortcoming. 

University of Melbourne. ¥. Sonwmams 
Econométrie. (Colloques Internationaux du Centre National de la 

Recherche Scientifique, XL.) (Paris, 1953.) Pp. v + 334. No 

price stated. 


This volume is a report of a conference held in Paris during 
May, 1952, devoted to ‘‘Fondements et applications de la théorie du 
risque en Econométrie’’. All the papers are in French (except for 











156 THE ECONOMIC RECORD MAY 


the latter half of Frisch’s closing statement). The contributors include 
Guilbaud, Allais, Massé, Finetti and Wold of the continental school, 
and Samuelson, Marschak, Savage, Arrow and Friedmann of the 
American school. A notable omission among the contributors of papers 
is Shackle, but he appears to have been present and to have intervened 
in the discussion. The last third of the volume consists of an appendix 
by Allais entitled ‘‘Fondements d’une théorie positive des choix 
comportant un risque et critique des postulats et axioms de 1’école 
Américaine’’. This latter may prove to many readers the most 
important part of the book as it appears to be the best developed 
statement of the French views, while those of the American school 
are available elsewhere—and in English. Even this is available, with 
an English summary, in Econometrica (October, 1953). Frisch admir- 
ably summarizes the American view thus: ‘‘Suppose that there exists 
a function of the income of a given individual which to him expresses 
the utility under certainty of that income. We might call it the 
certainty preference function. Further suppose that there is a 
given set of different probability-distributions for incomes for this 
individual and that the individual can choose between these pro- 
bability-distributions. . . . Then an indication of choices off the indi- 
vidual under this form of uncertainty . . . according to the Ber- 
noullian formula will be obtained by aggregating—or, if you like, 
integrating—the values of the certainty preference functions for all 
values of the income, using in each case the probability-distribution 
in question as a weight function. This integral obviously is a fune- 
tional of the probability-distribution in question, and according to 
the Bernoullian formula this functional may be taken as an indication 
of choice under uncertainty.’’ The objections raised by Allais seem 
to turn on the American assumption that to each income there 
corresponds a unique probability. He wishes to introduce not only 
this single value (the mean) but also the distribution (the variance) 
round this mean and the general form of the distribution. 

The book will be of considerable value to the theoretical economist 
—albeit only one well equipped mathematically and linguistically— 
who seeks the mental exercise always involved in discussing risk-theory 
and who wishes to have the various views, as in 1952, collected together 
in one volume. The econometrician whose interests are in empiric 
studies and/or policy formation will find less of interest. 


R. S. G. RurHerrorp 
University of Sydney. 
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The Hentys: An Australian Colonial Tapestry. By Marnie Bassett. 
(Geoffrey Cumberlege, Oxford University Press, 1954.) Pp. vxi 
+ 578. £3/3/- Aust. 


Anyone who has itched to put flesh and blood human beings back 
into the history books in place of the ‘‘classes’’, ‘‘causes’’, and ‘‘ten- 
dencies’’ which have usurped their place during the last fifty odd 
years will welcome this work on the Henty family. For what distin- 
guishes it from the work of the law-seekers, the measurers and the 
social improvers is just this realization that the writer of history must 
first know what went on in the hearts and minds of the people he is 
describing : that the writer should have the power to bring a character 
to life and handle a narrative. Of course, something more than this is 
required—the power to recreate the social setting, the environment, 
and above all, something to say, something which stamps the writer 
as an individual. 

In all these ways Mrs. Bassett possesses an ‘‘abondance de rich- 
esses’’. First, she re-creates the scene when the vanguard of the Henty 
family sailed for Swan River in June of 1829 on the Caroline and 
asks the question: how was it that Henty at fifty-four had made up 
his mind to leave England and the life he knew? In answering that 
question Mrs. Bassett gives the first hint of her qualities as a biographer 
and a historian. Others in discussing immigration have borrowed the 
ugly language of the measurers and the demographers—the creators 
of the ‘‘push-pull’’ image, one of the many legacies to the vocabulary 
of the historian from the pretentious and vain attempt to make their 
subject resemble the natural sciences. Mrs. Bassett will have none 
of this betrayal of Clio. 

Instead, she attempts the much more exacting task of finding 
out all the facts and then describing them in a lively way. The result 
is a work in which entertainment and instruction are nicely balanced. 
On the latter point, we suspected before she wrote that what finally 
decided a family of the Henty’s social standing to migrate to the 


‘colonies was as much fear of genteel poverty in England as the pros- 


pect of wealth in the colonies. George Russell had let slip this motive 
in his otherwise cautious and rather tight-lipped Narrative of George 
Russell of Golf Hill. Wakefield, with his usual insight into the hearts 
and minds of the lesser gentry, made a special plea to this class in his 
pamphlet on South Australia. So we had more than a hint that the 
sheep walks of the Western District of Victoria had saved many a 
genteel family from that most humiliating and degrading life—the life 
of the genteel poor. Mrs. Bassett has converted these suspicions into 
certainty—at least as far as the Henty family are concerned. 

In 1828 she gives us the sober James combing over the advantages 
of emigration in a letter to his brother William: ‘‘. . . New South 
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Wales will do more for our family than England ever will.’’ He 
then refers to the bleak future in England: ‘‘It would be idle to 
suppose he [his brother Charles] can live many years longer on less 
than £200 a year, brought up as we all have been unless indeed we 
choose to descend many steps in the face of Society and which our 
feelings could ill stand.’’ And he tosses in this other motive: ‘‘. .. 
immediately we get there we shall be placed in the first Rank in Society, 
a circumstance which must not be overlooked as it will tend most 
materially to our comfort and future advantage.’’ 

Here surely is a sketch of the social creed of these English and 
Scottish farmers in the squatting districts of Australia: they came 
for wealth and social rank. Mrs. Bassett has shown us how the Hentys 
won their wealth: She has the gifts to re-create for us the later story 
of this group—how the wealth they created did not bring with it the 
social reverence they believed followed wealth just as night follows day. 

Still, that is to anticipate. Mrs. Bassett then describes the first of 
the many Henty journeys to and from Australia—this time on the ship 
Caroline. Again she has the power to make the journey come to life 
for her readers. On Sundays, weather permitting, the people ‘‘.. . 
all decently clad and their behaviour very good’’, gathered to hear 
Captain Fewson read Divine Service, sometimes illumined by the 
reading of one of the much-admired sermons of Dr. Blair on the 
Duties of Young Men or some other appropriate subject. But as day 
followed day on that long dreary journey from London to Rio de 
Janeiro, the problem became more and more one of how to kill time. 
So we find even the industrious James Henty succumbing to trivialities 
—‘Shooting at a bottle from the yard-arm has also been one of our 
amusements and some of us have proved ourselves good shots and fancy 
we are equal to any pirate.’’ And so on to Rio which at least one of 
the passengers—a good Protestant and a believer in material well-being 
—did not like: ‘‘. .. what with the slaves, dirt and filth of the streets 
... ’tis a thoroughly disagreeable place.’’ 

With the arrival of the Caroline at the Swan River in October of 
1829 Mrs. Bassett suspends her narrative of the fortunes of the Henty 
family to give the history of the decision to establish a colony at Swan 
River. Here she has no new facts to contribute, but when she comes 
to describe the first years of the colony, then the distortion of the 
facts by Wakefield in his evidence to the Committee on the Disposal 
of Lands, and his later more savage letter to the Colonization Com- 
missioners for South Australia are exposed, and the drama stands in 
all its horror without the browbeating of the propagandists. Then she 
describes how the Hentys decided to move from the Swan River to 
Launceston, how life at Portland and in Australia Felix solved their 
problem of becoming landholders without spending their capital, how 
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they conducted a long paper war with the Secretary of State and the 
Governor of New South Wales to obtain a freehold title to their land 
in the Western District on the rather slender argument that their 
fate on the Swan River entitled them to compensation elsewhere, how 
they weathered the financial blizzard of 1840-3, and how they climbed 
back to financial stability and social prestige by courtesy of the gold 
diggers—all this with only one skeleton in the family cupboard. The 
bourgeoisie in Victoria had a great record for success—failure was as 
rare as a dud cartridge. Thus gold made the final contribution to that 
‘‘eomforts and future advantage’”’ which first lured James Henty out 
of the trivial round in England. This underlines once again the need 
to stop wallowing in treacly sentiment about the diggers, the Rights 
of Man and the Chartists, and to have a look at the contribution of 
gold to the creation of that solid bourgeois society in Melbourne 
between 1860 and 1890 of which James Henty was a solid, stolid 
member, and David Syme the priest of false gods. 

Mrs. Bassett’s great work almost peters out in the period after 
gold—devoting only 14 of her 543 pages to the period 1851-82. We hope 
she will use her great talents to describe the life of the Hentys in this 
later period—still a no-man’s land between the Mitchell Library school 
and the ‘‘modern’’ men. Others will doubtless develop their private 
grumbles about the book. There are occasional lapses in dates—but 
the wonder is that in such a monumental work she made so few. We 
believe she has been unduly lenient to James Henty’s attitude to the 
transportation system—indeed rather indulgent to the great worldly 
ambitions of the whole family. We believe, too, that some pruning 
would have enlightened the task of the reader without robbing him 
of much. But it would be churlish to develop these private grievances 
in the face of such an achievement. For she has shown that it is possible 
to observe the canons of accurate scholarship and still write a work 
of art. 


M. CuarK 
Canberra University College. 








SHORT NOTICES 


British Public Finances. Their Structure and Development, 1880-1952. 
By U. K. Hicks. (Oxford University Press, London, 1954.) Pp. 
viii + 225. 9/3 Aust. 


This further book on public finance by Mrs. Hicks will be appre- 
ciated by students of the subject. Recent developments in British 
government make the study particularly interesting reading. 

The development of an efficient system of public finances may 
well be claimed as a sine qua non of the United Kingdom’s position as 
a pioneer in the fields of financial organization and social welfare. 
The author commences with a study of the growth of various forms 
of public authority, and moves to a discussion of different types of 
public expenditure and the changes in their relative importance. This 
is exemplified by the changing emphasis in expenditure from relief 
to the more positive social services. The increase in taxation occasioned 
by rising governmental spending for military and social purposes, and 
the development of P.A.Y.E. leads to an inquiry into the results of the 
persistence of high rates of taxation in the economy. The position of 
local government is investigated and there is a chapter tracing the 
emergence of the budget from the concept of a simple balance sheet to 
its position as a premier instrument of economic policy, while the ad- 
justment ‘of the relationship between monetary and fiscal policy and 
the recovery of monetary policy in recent years give the book topical 
interest. The growth of public expenditure through the high post-war 
levels to the acceptance of some, and cautious reversal of other, aspects 
of Labour policy by the Conservative administration is considered. 
While some parts of the book could perhaps be more clearly written 
and the use of words such as ‘‘percentagewise’’ may prove irritating 
to some readers, none the less this is a welcome addition to the avail- 
able information on public finance. 

G. N. MeDonaLp 
Wellington, N.Z. 


The Isms. By KE. O. Gouos. (Harpers, New York, 1954.) Pp. xii + 681. 
$6.00. 


In this text-book an American economic historian examines for 
American undergraduates several of the ideologies with which he be- 
lieves their country is unavoidably concerned at home or abroad. The 
first section considers, a little off-handedly, classical and monopolistic 
capitalism. The second presents mercantilism old and new, as part of 
which tradition it analyses the New Deal and Keynesian approaches. 
The third, at rather disproportionate length, traverses the history of 
democratic and soviet socialism. The final part assesses recent corpora- 
tist theories and trends. The author’s personal preference is for a 
synthesis of Keynesian neo-mercantilism and ‘‘democratie corpora- 
tism’’ (which, he feels, sums up the emergent American trend), further 
developed in the spirit of moderation characteristic of the best in the 
Western liberal political tradition. 

The book represents a suggestive, if unexciting, experiment in 
fusing together the historical, political and economic elements involved 
in this broad subject. But the performance is uneven. The text is over- 
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long, over-wordy, with the historical background in particular at 
several points unnecessarily gaining the upper hand at the expense 
of the clarity and impact of the analytical and critical insights. To say 
that is not to deny the obvious truth of the author’s assertion that 
‘‘the real meaning of the ideology is to be sought not so much in its 
abstract definition as in its living history’’. It is rather to indict the 
tradition of the American text-book industry that every possible point 
must be crammed into each new, fat, expensive tome, no matter how 
adequately many have been made in the books already on the same 
library shelf. As it is, not even the occasional sallies of Professor 
Golob’s gentle and well-directed irony are likely to be sufficient to 
reconcile the pertinacious student to his load. 
L. F.Crisp 

Canberra University College. 


An Essay on the Economic Theory of Rank. By R. H. Tuck. (Basil 
Blackwell, Oxford, 1954.) Pp. iv + 52. 7/6 stg. 


Economists would tend to regard the overall distribution of per- 
sonal status and income as dependent largely on the economic circum- 
stances of firms. This little essay (of the 52 pages a quarter consist 
of a mathematical appendix) reverses the usual tendency. The firm 
is not regarded as the fundamental economic unit; instead it is con- 
tended that the distribution of firm size should be seen as the outcome 
of the prevailing distribution of economic rank among individuals, 
together with the demands of effective organization. 

The interplay of rank and organization may be illustrated (to 
follow Mr. Tuck) on a simple and arbitrary assumption as to the num- 
ber of immediate subordinates which each individual in a hierarchy 
ean control If this is three, the numbers in descending ranks of one 
hierarchy will tend to be one, three, nine and so on. Mr. Tuck suggests 
that the aggregate number of individuals who may be regarded as 
occupying any given rank in the economic system is always consider- 
ably greater than can be effectively controlled by the number at the 
rank next above. It is the individuals forming the uncontrollable sur- 
plus, so to speak, at each rank who tend to become the heads of inde- 
pendent firms, the summits of less exalted hierarchies. 

Mr. Tuck’s recasting of the roles of independent and dependent 
variables is probably too extreme a reversal of the usual view of causa- 
tion, but some redistribution of emphasis may well be desirable; his 
development of the theory and the examples of its application are, 
despite their brevity, ingenious and fascinating. 

F. G. Davipson 
University of Melbourne. 


Interstate Co-operation: A Study of the Interstate Compact. By 
Vincent V. Tuurssy. (Public Affairs Press, Washington, 1953.) 
Pp. vi + 152. $3.25. 


The Compact Clause in the United States Constitution is framed 
in negative terms. It provides that ‘‘No State shall, without the consent 
of Congress ... enter into any agreement or compact with another 
State or with a foreign power.’’ It has no counterpart in the Common- 
wealth Constitution. Indeed, the Commonwealth itself was not con- 
sidered as an independent entity in foreign relations in 1900. At a 
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later stage, in the first decade of the Commonwealth, when the Aus- 
tralian States sought to establish an independent locus standi in foreign 
relations, they were rebuffed by the Imperial Government. But there 
is no specific Australian constitutional limitation on interstate agree- 
ment. 

Mr. Thursby’s book concerns itself with the origins of the Compact 
Clause, with its judicial interpretation, with the requirement of Con- 
gressional consent, with problems of enforcement and with the utility 
and limitations of the compact as an agency of co-operative federalism. 
It is clear that it is an imperfect device; the consummation of the com- 
pact and the implementation of its purposes may require in the late 
Harold Laski’s picturesque phrase ‘‘ geological time’’ to achieve satis- 
factory results. The rigidity of the compact form tends to limit its 
utility ; it is most useful in the resolution of problems which may be 
settled ‘‘once and for all’’; such as boundary disputes, or arrange- 
ments for the construction of a bridge across an interstate river. 

This short essay will be of interest to those who are concerned 
with the problems of co-operative federalism, and with techniques for 
dealing with such problems in sister federal States. Mr. Thursby’s 
book is clearly written: it is marred by the irritating assembly of foot- 
notes at the end of each chapter. It would be hard to devise a more 
unsatisfactory arrangement. 

ZELMAN COWEN 
University of Melbourne. 


Land Problems and Policies. By V. WrEBsTER JOHNSON and RALEIGH 
Bar.oweE. (McGraw-Hill Book Co., New York, 1954.) Pp. ix + 422. 
$7.00. 


This book has been designed as a ‘‘text-book for upper class and 
graduate students’’ and ‘‘can also be used as a reference book by pro- 
fessional economists and administrators working on rural land pro- 
blems and policies’’. As such it is an admirable conspectus of the kinds 
of topics that are the concern of land economists. 

Australian and New Zealand readers will find much in the earlier 
historical section to parallel the problems encountered in their own 
countries—attempts to use a high land price as well as other devices 
to ensure compact settlement, the frustration of this aim by land- 
hungry squatters, tentative experiments with residential conditions, 
restrictions on areas to be acquired, and many others. 

The historical concern with getting settlers on to the land gives 
way in more recent years to quite other problems mainly because sizes 
of farms, types of use, burden of taxes, risks of soil depletion do not 
adjust themselves easily and quickly in the way postulated by economic 
theories. 

The authors clearly show that law, technology, custom and deep- 
seated human valuations prevent land problems being dealt with 
solely in terms of economic analysis. The preface specifically states that 
‘‘this book is concerned primarily with land problems and _ policies 
rather than with the theoretical framework of land economics’’ and 
‘land economies deals largely with institutional controls and powers 
present in the holding and use of land, and these forces cannot be ex- 
pressed in established economic principles’’. On page 100, however, in 
reference to principles of land utilization, they state that the relevant 
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theories and principles have been well-developed in numerous eco- 
nomics text-books and restrict their mention of theories to a small 
compass—too small a compass. But within their chosen field describing 
the accepted ideas and up-to-date facts on land use, land conservation, 
land tenure, population and the land, farm price policy and its bearing 
on land use, farm eredit, and land-resources planning they have pre- 
sented an excellent survey. 

The final chapter on ‘‘Land Reform”’ leaves the American scene 
to deal with the fundamental part played by land policies in furthering 
balanced economic progress especially in the ‘‘under-developed’’ coun- 
tries. Here land problems and policies can be seen to have a most 
urgent bearing on hopes for a peaceful democratic world. 


H. Brian Low 
Palmerston North, N.Z. 


Economic Doctrine and Method. By J. A. Schumpeter. Translated by 
R. Aris. (George Allen & Unwin, London, 1954.) Pp. 207. 15/- stg. 


Professor Schumpeter’s Epochen der Dogmen—und Methodenge- 
schichie was first published in 1914. Schumpeter was then a young 
man of thirty-one, and this was his third major work. It is impressive, 
not only as a contribution to the history of economic theory, but also 
as evidence of that early maturity and breadth of scholarship which 
has been regarded as one of his most outstanding characteristics. Al- 
though it has to some extent been superseded by the recently-published 
History of Economic Analysis, which was left in manuscript at the 
time of Schumpeter’s death, English readers should welcome this first 
translation of Economic Doctrine and Method. 

The book contains a number of errors. For example, Nicholas 
Barbon appears as ‘‘Barber’’ (p. 27); McCulloch as ‘‘McCalluch’’ 
(p. 86) ; the edition of Hume’s Essays by Green and Grose is attributed 
to ‘‘Green and Groves’’ (p. 29). On a few occasions the dates of im- 
portant economic works are omitted entirely (e.g. pp. 71, 162); and 
once or twice they are given incorrectly (assuming that they are meant 
to refer to the first edition, unless there is a note to the contrary). 
These are small errors no doubt, but one cannot help regretting that 
they have been left uncorrected in the present translation. 


G. S. L. Tucker 


The Origins of the Eastern Goldfields Water Scheme in Western 
Australia. By F. ALEXANDER, F. K. Crow.ey and J. D. Leaae. 
(University of Western Australia Press, Nedlands, 1954.) Pp. 
vi + 154. 5/- Aust. 


A Mr. N. W. Harper claimed that at a banquet in 1895 to Sir 
John Forrest at Kanowna, on the West Australian goldfields, he made 
a speech which first put into the mind of that celebrated man the idea 
of bringing water from the coast to the interior by pumping. Perhaps 
it is only in Western Australia that a claim for recognition by History 
(for there was no question of reward) should ultimately be a matter 
for serious consideration by the Premier himself, fifty years after the 
alleged event; but also, perhaps, it is only in Western Australia that 
a Premier would refer the question to professional historians. Professor 
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Alexander and two of his colleagues have done much more than show 
that Mr. Harper’s perfectly sincere claim cannot be sustained. They 
have produced a monograph interesting, indeed fascinating, in itself, 
on the inception of the famous pipe-line. It would be valuable to 
students of Australian history were there no disputed claim to settle. 
It is an admirable, close analysis of the events of a short period of 
years. The authors describe it as ‘‘an exercise in the interpretation of 
historical evidence’’. Well, all historical writing should be that; but 
they have written a piece of good history. 
J. A. La Nauze 

University of Melbourne. 


Strukturwandlungen und Nachkriegsprobleme der Wirtschaft Span- 
iens. By Kuaus Hernricu. (Institut fir Weltwirtschaft, Kiel, 
1954.) Pp. v + 1389. D.M.12. 

Begriff und Problematik der wirtschaftlichen Engpdsse. By RicHarp 
Satomon. (Institut fiir Weltwirtschaft, Kiel, 1954.) Pp. vi + 185. 
D.M.15. 

Die Lagerungsordnung der westeuropdischen Eisen-und Stahlindus- 
trie im Lichte ihrer Kostenstruktur. By Hanns-JurGEN Kunze. 
(Institut fiir Weltwirtschaft, Kiel, 1954.) Pp. iv + 101. D.M.7.50. 

Die Nachfrage nach Nahrungsmitteln und thre Abhangigkeit von Preis- 
und Einkommensanderungen. By Hetnz Gouunick. (Paul Parey, 
Hamburg and Berlin, 1954.) Pp. 110. No price stated. 

Internationaler Steuerbelastungsvergleich, III. By FERNanpD Patiuot, 
RicHarD DoRNEMANN, CarL Kurtz and Gunter ScHMOLDERS. 
(Institut fiir Europaische Politik und Wirtschaft, Frankfurt a.M., 
1954.) Pp. 183. No price stated. 

Zur Frage der Koexistenz von Konvertibilitatslandern und Inkonverti- 
bilitatslandern im Raum der EZU. (Institut fiir Weltwirtschaft, 
Kiel, 1954.) Pp. 8. D.M.2.50. 


Spain has largely stood outside the recovery of Western Europe 
since 1945. This has been due not only to boycott by the victors, which 
began to be lifted from 1949, but also to a series of droughts from 1943 
to 1950. Dr. Heinrich describes how the Franco Government’s con- 
centration on industrialization has led to disequilibria in the Spanish 
economy. More attention to agriculture is needed, but to secure this 
and other objects Spain will be dependent on foreign capital, of which 
until the agreement with the United States in 1953 it was able to secure 
hardly any. Dr. Heinrich suggests that, despite their shortcomings, the 
government’s plans may help to reduce the contrast of Spain’s urgent 
need for imported capital goods and materials with the fluctuating 
markets for its fruit and wine or the declining demand for its ore. 

Dr. Salomon’s book is both a discussion of economic planning and 
a chapter in recent German economic history. After describing eco- 
nomic events in Western Germany from 1948 to 1950, when bottlenecks 
became a critical problem, he analyses the most important of these 
bottlenecks. He then considers the theoretical consequences of the cir- 
cumstances characteristic of Western Germany during the bottleneck 
crisis. He contends that interference with the market mechanism hin- 
ders growth in the bottleneck sectors, and later the bottlenecks recur. 
Instead he favours credit expansion to promote extensions of capacity 
in these sectors, combined with measures to promote saving ; Western 
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Germany is considered to have applied this policy in a ‘‘ passive’’ way. 
Dr. Salomon gives great weight to the possibility of recognizing and 
alleviating future bottlenecks by input-output analysis. 

Dr. Kunze’s book, written against the background of the Coal 
and Steel Community, is meant as a contribution to deciding at which 
locations in Western Europe iron and steel can, from the purely eco- 
nomic point of view, best be produced. Dr. Kunze’s examination of the 
data leads him to conclude that delivery costs are of crucial importance, 
and from this point of view the Ruhr shows up particularly well. He 
emphasizes, however, that he is abstracting from political and social 
considerations and is in any case concerned with the location of exten- 
sions of capacity rather than with transfers. 

Dr. Gollnick’s study is an econometric examination of 135 house- 
hold budgets in Hamburg. Its principal value, the introduction sug- 
gests, lies in its presentation of methods. Of the four chapters, three 
are devoted to the derivation of demand curves, the preparation of the 
material for the multiple correlations, and the determination of the 
regression equations The last chapter discusses the results (price-, 
income- and cross-elasticities) and discusses definitions of substitutes 
and complementary goods. 

The third volume in the international comparison of tax burdens 
published under the auspices of the Deutsche Europa-Akademie and 
various other German bodies deals with the taxation of business income 
in Belgium, France, Luxembourg, Sweden and Switzerland. It is con- 
cerned with fairly detailed description of the various tax systems 
rather than economic analysis of their effects, and with this in view 
it is clearly and systematically set out. 

In its brief report on the coexistence within E.P.U. of countries 
with convertible and inconvertible currencies, the Kiel Institute takes 
up a rather unusual position in maintaining that such coexistence is, 
in fact, possible. The pamphlet discusses what reforms in E.P.U. would 
be necessary to meet these conditions and emphasizes the future impor- 
tance of the Union for the ‘‘liberal integration’’ of Europe. 


F. G. Davipson 
University of Melbourne. 


The Scottish Economy. Edited by A. K. Catmncross. (Cambridge 
University Press, 1954.) Pp. xv + 319. 30/- stg. 


This work, the second of the Social and Economie Studies pub- 
lished by the Department of Social and Economic Research, of Glasgow 
University, is a symposium, produced by twelve economists and social 
historians on the University staff. The title is somewhat misleading 
for the work goes much further than one would expect of a survey 
of a particular economy. 

In some respects it covers a wider field than the title would 
suggest. It almost constitutes a survey of the economy of the rest of 
the United Kingdom, because of the constant statistical comparisons 
that are made. Within the Scottish economy itself differences between 
regions (sometimes as many as twelve) are treated in detail, wherever 
possible. 

In other respects there are gaps in the work, which are not sug- 
gested by the title. The tertiary industries, for example, do not receive 
complete treatment and nothing is said about transport facilities or 
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systems of communication. Again, the aim of the volume is to present 
“more a description of the Scottish economy as it has developed over 
the past century than an analysis of the problems that beset it cur- 
rently’’ and this aim has been pursued effectively. One is examining 
the past continually and the result is that some of the interest that 
would attend a current and forward-looking analysis is lost. 

The twenty chapters range from those more common to this type 
of survey (population, production, finance, income, etc.) to those 
which have rather more of the ‘‘human interest’’ element in them 
(the Churches, youth and recruitment in industry, crime, ete.), and 
it is surprising how, even in the latter type of chapter, the contributors 
produce a wealth of statistical evidence to support their arguments. 
Extensive use is made of the results of the Census of Production for 
1948 and the Census of Population for 1951 and the statistical details 
are presented in 145 tables and 17 graphs, as well as in the text. 

Despite this, the authors have contrived to produced a work which, 
for the most part, is easy and interesting reading. The commendable 
use of chapter summaries has helped in this respect and makes for 
easier back reference. 

A. M. Kerr 
University of Western Australia. 


Commodity Trade and Economic Development. (United Nations, New 

York, 1953.) Pp. vii + 102. 5/- stg. 

The International Flow of Private Capital, 1946-52. (United Nations, 

New York, 1954.) Pp. v + 61. 3/- stg. 

World Economic Report, 1952-53. (United Nations, New York, 1954.) 

Pp. viii + 156. 12/6 stg. 

Economic Survey of Latin America, 1953. (United Nations, New York, 

1954.) Pp. xvi + 246. 17/6 stg. 

An Economic Programme for Korean Reconstruction. (United Nations 

Korean Reconstruction Agency, United Nations, New York, 1954.) 

Pp. xxvii + 459. No price stated. 

Report on International Definition and Measurement of Standards 

and Levels of Living. (United Nations, New York, 1954.) Pp. xii 

+ 95. 6/- stg. 

Commodity Trade and Economic Development, a report by a 
group of experts, may well be regarded as a sequel to the three reports 
published earlier on measures for full employment, economic develop- 
ment and international economic stability.* In particular this report 
extends the work on commodity stabilization schemes touched upon 
by the authors of the document on international economic stability. 

On the whole the experts are in favour of international commodity 
agreements, especially international buffer stock agreements, although 
they are not unmindful of the many pitfalls to be overcome. They also 
suggest that a Trade Stabilization Commission should be established 
to consider various proposals for commodity stabilization, and report 
regularly to the Economie and Social Council. Although this would 
add to an already heavily inflated list of international committees, it 


* National and International Measures for Full Employment (United 
Nations, 1949) ; Measures for the Economic Development of Under-developed 
Countries (United Nations, 1951) and Measures for International Economic 
Stability (United Nations, 1951). 
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is possible that such a commission could prove to be one of the more 
important and useful committees. It is curious that, despite the many 
proposals that have been made from time to time, little effective action 
has been taken to overcome the basic instability of primary product 
prices and markets. 

In response to a query by the General Assembly of the United 
Nations regarding the extent of international capital movements, a 
study entitled The International Flow of Private Capital has now been 
published by the Secretariat. The publication provides a very concise 
summary of international capital flows during the limited period of 
1946-52, with particular reference to the United States of America, 
United Kingdom, Switzerland, France, Belgium and Canada. It is a 
pity a little space was not devoted to a comparison of these flows with 
the pre-war period. A short but informative discussion regarding the 
nature and type of economic activity to which these international 
funds have been put has been included, together with an outline of 
the factors which have tended to impede the rate of flow. 

The World Economic Report and the Economic Survey of Latin 
America are now well known annual reports. The introductory chapter 
to the World Economie Report for 1952-3 contains a short survey of 
eurrent economic problems in the light of economic developments since 
the second world war. The remainder of the report is written very 
much along the lines of its predecessors. It analyses the changes that 
have taken place during 1952-3 in the domestic economic situation, 
including the influence of international trade, of three broad groups 
of countries: economically developed private enterprise economies, 
centrally planned economies, and economically under-developed private 
enterprise economies. 

The 1953 Survey of Latin-America contains an outline of the 
various factors affecting the trend of economic growth and details 
regarding the foreign trade and monetary situations of the Latin- 
American countries. In addition, a comprehensive examination has 
been made of the various types of productive activity. The survey is 
somewhat longer than hitherto. The section on monetary problems has 
not previously been included, while the chapter on mining production 
has been expanded. 

An Economic Programme for Korean Reconstruction is a report 
prepared by Robert R. Nathan Associates, consulting economists, for 
the United Nations Korean Reconstruction Agency. The report is the 
result of investigations carried out during the year ended 1953 and 
covers all activities carried on in the Korean economy. Specific recom- 
mendations are made for assisting the economic reconstruction of 
Korea. The authors of the report are particularly optimistic regarding 
the possibility of developing Korea and believe that ‘‘with the help 
provided by one and a quarter billion dollars worth of goods from 
abroad, the Republic of Korea can, in a short space of five years, take 
its place among the independent and self-supporting nations of the 
world’’. More specifically the programme aims at a 50 per cent increase 
in national product over the five years, supported by a level of inter- 
national aid equal to 10 per cent of G.N.P. This appears a very ambi- 
tious programme, and the means of achieving it deserve the thorough 


attention of economists concerned with economic development in under- 
developed countries. 
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The Report on International Definition and Measurement of 
Standards of Living is another document prepared by a group of 
experts. They are of the opinion that no single index of the standard 
of living is capable of international applicability. In this connection 
the group advise against using per capita income data. Instead, it re- 
commends that the problem should be approached in a pluralistic 
manner by the analysis of various ‘‘components’’ representing inter- 
nationally accepted values (health, nutrition, education, employment, 
ete.) and by the use of various statistical ‘‘indicators’’ as measures 
of these components (e.g. life expectancy rates, infant mortality rates, 
food consumption in terms of calories, proportion of children in schools, 
etc.). It remains now for the United Nations to collect and publish the 
relevant data. 

D. CocHRANE 
University of Melbourne. 





POPULATION STUDIES 


A JOURNAL OF DEMOGRAPHY 
Edited by D. V. GLass and E. GREBENIK 


Vol. VIII, No. 3 CONTENTS March, 1955 
G. W. Roberts: Some Aspects of Mating and Fertility in the West Indies. 


William Petersen: John Maynard Keynes’ Theories of Population and the 
Concept of “Optimum”. 


Griselda Rowntree: Early Childhood in Broken Families. 

J. J. Spengler: Marshall on the Population Question (Part I). 

B. Benjamin: The Quality of Response in Census-taking. 

Subscription price per volume of three parts 35/- net, post free (or American currency $5.75). 


Single parts 15/- each plus postage (American $2.50, post free). 


Published by the POPULATION INVESTIGATION COMMITTEE 
at the London School of Economics and Political Science 


15 Houghton Street, London, W.C.2 
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BOOKS RECEIVED* 
A—AUSTRALIAN AND NEW ZEALAND PUBLICATIONS 


BuTLin, N. G., and DE MEEL, H.: Public Capital Formation in Australia. 
Estimates 1860-1900. (Australian National University, Canberra, 1954.) 
21/- Aust. 


Sutton, G. L.: The Basic Principles of Wheat Marketing. (Department of 
Agriculture, Western Australia.) 2/- Aust. 


TARIFF BOARD: Annual Report for the Year ended 80th June, 1954. (Govern- 
ment Printer, Canberra, 1954.) 

As well as containing a summary of the Tariff Board’s deliberations 
on requests from particular industries for tariff revisions, this Report 
also presents some useful information on the relative levels of produc- 
tion costs in Australia and overseas. The evidence indicates some easing 
of the inflationary pressure, affecting costs in Australian industries, but 
the Report warns that costs are still too high. There are indications 
that employers are again offering above-award payments because of 
shortage of skilled labour. 


B.—OTHER PUBLICATIONS 


ALLEN, C. L., BUCHANAN, J. M., and CoLBERG, M. R.: Prices, Income and 
Public Policy. (McGraw-Hill, New York, 1954.) $5.00. 


ASSOCIATION OF INDIAN TRADE AND INDUSTRY: Income Tax Rates Compared. 
(Bombay, 1955.) No price stated. 

A comparison of income and company taxes in India, the United 
Kingdom, Canada, Australia, South Africa, Japan and France. Indian 
taxation appears to be relatively heavy, and suggestions are made for 
reform to increase incentive and encourage investment. 

—- T.: West African Trade. (Cambridge University Press, 1954.) 
55/- stg. 

BENNETT, M. K.: The World’s Food. (Harper & Brothers, New York, 1954.) 
$4.00. 


BENTHAM, JEREMY: Economic Writings, edited by W. Stark, Volume III. 
(Allen & Unwin for the Royal Economic Society, London, 1954.) 45/- stg. 


BORENSTEIN, ISRAEL: Capital and Output Trends in Mining Industries, 


= (National Bureau of Economic Research, New York, 1954.) 
1.00. 


CaPpRARA, UGo: La Banca—Principii di Economia delle Aziende di Credito. 
(Milano, 1954.) Lire 2500. 


CHALMERS, HENRY: World Trade Policies. (University of California Press, 
Berkeley, 1953.) $7.50. 


CHAMBER OF COMMERCE OF THE UNITED STATES: Fringe Benefits, 1958. 
(Washington, 1954.) $1.00. 

Detailed statistics, based on reports in 1953 from 940 companies in 
the United States, of payments and benefits received by workers in 
addition to contractual wages. The payments include, in addition to the 
legally required contributions for old age and unemployment insurance, 
various types of pension, paid vacations and sick leave, profit-sharing 
payments, and many others. They averaged 19 per cent of the payroll. 

CLEMENS, J. H.: Balance Sheets and the Lending Banker. Second Edition. 
(Europa Publications, London, 1954.) 20/- stg. 


COMMITTEE FOR ECONOMIC DEVELOPMENT: Defense against Recession. (Com- 
mittee for Economic Development, New York, 1954.) No price stated. 
How business, private financial institutions, state and local govern- 
ments, community organizations and the federal government may act 
prudently to forestall depression. 
COMMITTEE FOR ECONOMIC DEVELOPMENT: Problems in Anti-Recession Policy. 
— for Economic Development, New York, 1954.) No price 
stated. 


* Acknowledgment of publications received does not guarantee review. 
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Court, W. H. B.: A Concise Economic History of Britain, from 1750 to 
Recent Times. (Cambridge University Press, 1954.) 


DaLTON, HuGuH: Principles of Public Finance. New edition. (Routledge & 
Kegan Paul, London, 1954.) 10/6 stg. 


D’ANGELO, PASQUALE, and MAZZANTINI, Mario: Trattato di Technica Ban- 
caria. Sixth edition. (Milan, 1954.) No price stated. 
The first edition of this comprehensive treatise on banking was pub- 
lished in 1914, by P. D’Angelo. Signor Mazzantini has extensively revised 
the edition of 1940 to take account of post-war developments. 


FETTER, FRANK WHITSON (ed.): The Irish Pound, 1797-1826. A Reprint, 
with an Introduction, of the House of Commons Committee of 1804. 
(Allen & Unwin, London, 1955.) 16/- stg. 


GLOVER, J. D.: The Attack on Big Business. (School of Business Administra- 
tion, Harvard; Bailey Bros. & Swinfen, London, 1954.) 48/- stg. 


Goris, HENDRIEKE: Price Determining Factors in American Tobacco Markets. 
(North-Holland Publishing Co., Amsterdam, 1954.) 20/- stg. 


HAAVELMO, T.: A Study in the Theory of Economic Evolution. (North- 
Holland Publishing Co., Amsterdam, 1954.) 15/- stg. 


HEECKT, HuGo, and STENDER, HEINZ: Der Wiederaufbau der deutschen 
Handelsflotte. (Kieler Studien 31, Kiel, 1954.) DM 8. 


HEINRICH, WALTER: Ueber die Traditionelle Methode. (Stifter Bibliothek, 
Salzburg, Australia, 1954.) No price stated. 

A short account of the traditional method, that is, the historical method 
of inter-relation between “super-history” and history, or the deduction 
of history from “super-history”. The creator of this method was the 
Swiss anthropologist J. J. Bachofen. The author is a supporter of 
Othmar Spann’s universalistic method of economics as opposed to indi- 
vidualistic economics. This universalism is closely related to the tradi- 
tional method. 


HICKMAN, W. Brappock: The Volume of Corporate Bond Financing since 
1900. (Princeton University Press and Geoffrey Cumberlege, Oxford 
University Press, 1953.) 78/9 Aust. 


Hutt, W. H.: The Theory of Collective Bargaining. (Free Press, Glencoe, 
Illinois, 1954.) $3.00. 


INTERNATIONAL ECONOMIC ASSOCIATION: International Economic Papers, 
No. 4. (Macmillan, London, 1954.) 15/- stg. 


INTERNATIONAL LABOUR OFFICE: Higher Productivity in Manufacturing 
Industries. (International Labour Office, Geneva, 1954.) 7/6 stg. 


INTERNATIONAL POLITICAL SCIENCE ASSOCIATION : Conference on Comparative 
Public Administration with Special Reference to Bureaucracy. Working 
Papers and Discussion Reports. (I.P.S.A. Secretariat, Paris, 1954.) 
7/- stg. 


ISAAC, JULIUS: British Post-War Migration. (Cambridge University Press, 
1954.) 30/- stg. 


JEFFERYS, JAMES B.: Retail Trading in Britain, 1850-1950. (Cambridge 
University Press, 1954.) 50/- stg. 


JOHNSON, JOHN L.: The Economy of Northern Kentucky. (Agricultural and 
Industrial Development Board of Kentucky, Frankfort, Kentucky, 1954.) 
No price stated. 

A thorough examination of economic aspects of a limited area—popu- 
lation, income, retail trade, wages, prices, etc.—which adds another 
example to the excellent studies of this type which have been made in 
the United States in recent years. 


Koyck, L. M.: Distributed Lags and Investment Analysis. (North-Holland 
Publishing Co., Amsterdam, 1954.) 20/- stg. 


KUZNETS, SIMON, and RUBIN, ERNEST: Immigration and the Foreign Born. 
(National Bureau of Economic Research, New York, 1954.) $1.50. 
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LAMBIE, JOSEPH T.: From Mine to Market: the History of Coal Transporta- 
tion on the Norfolk and Western Railway. (New York University Press, 
1954.) $6.00. 


LEIBENSTEIN, HARVEY: A Theory of Economic-Demographic Development. 
(Princeton University Press, and Geoffrey Cumberlege, London, 1954.) 
42/- Aust. 


MANHEIM, URIEL L.: The Florida Everglades: Their Farming Prospects. 
(University of Miami, Coral Gables, Florida, 1954.) No price stated. 
An interesting study of the new uses of land in this fascinating area 
which are expected to follow flood control and other improvement pro- 
jects now in operation. 


MARSHALL, MARTIN V.: Automatic Merchandising. (Harvard Business 
School, Boston, 1954.) $3.50. 


MORGENSTERN, OscaR (ed.): Economic Activity Analysis. (John Wiley & 
Sons, New York, and Chapman & Hall, London, 1954.) $6.75. 


ORGANIZATION FOR EUROPEAN ECONOMIC CO-OPERATION: Economic Conditions 
in Austria, Switzerland. (O.E.E.C., Paris, 1954.) No price stated. 


ORGANIZATION FOR EUROPEAN ECONOMIC CO-OPERATION: Economic Conditions 
in Ireland, Portugal. (O.E.E.C., Paris, 1954.) No price stated. 


ORGANIZATION FOR EUROPEAN ECONOMIC CO-OPERATION: Pasture and Fodder 
Production in North-West Europe. (O.E.E.C., Paris, 1954.) 8/6 stg. 


ORGANIZATION FOR EUROPEAN ECONOMIC CO-OPERATION: Timber Industry in 
Europe. (O.E.E.C., Paris, 1954.) 6/- stg. 


PETHE, VASANTKUMAR, and GANDHI, VASUNDHARA: Population Crisis in 
India. (Suras-Grantha-Mala, Sholapur, no date.) Rs. 2/8. 
The authors—an economist and a medical woman—propose that when 
Indian parents have had three children, sterilization should be advised. 
If another conception occurred, the parents could either procure an 
abortion or else have the fourth child and pay a high tax. Sterilization 
would then be compulsory. It is argued that contraception could only 
solve the Indian population problem if it were cheap, simple, convenient 
and completely reliable, and that no method which meets these require- 
ments has yet been devised. 


PHELPS, CLYDE WILLIAM: Financing the Instalment Purchases of the Ameri- 
can Family. (Commercial Credit Co., Baltimore, 1954.) No price stated. 


REYNAUD, P. L.: La Psychologie Economique. (Marcel Riviére, Paris, 1954.) 
fr. 


ROBBINS, LIONEL: The Economist in the Twentieth Century. (Macmillan, 
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